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Editorial Comment 


The 1946 Dominion budget is notable in a nega- 
The 1946 tive way—for its postponement of any further 
Budget effective tax reduction until 1947 and for the 

partial retention of the excess profits tax. The 
net effect is the continuation through 1946 of taxation on 
a scale which is very high for a peace year. The Dominion 
revenues, of course, are still short of meeting the expendi- 
tures, so that there will be some further substantial borrow- 
ing with inflationary consequences. The spread in taxation, 
as between the United States and Canada, is now consider- 
able, and the inflationary trend is more violent there. What- 
ever the later consequences may be, the immediate incentive 
is greater across the line than in Canada. However, we 
can not have social security schemes without paying for 
them, and the current program, to say nothing of further 
“benefits” which are under discussion, will act as a brake 
on future tax reduction. 


The economic consequences of the restoration of 
The parity between the Canadian and the United 
Dollar States dollar are too intricate to be summarized, 
at Par _ but on the whole it must be better for our dollar 

to be equal to that of our larger neighbour, rather 
than at any level above or below it. To have a monetary 
unit of the same name but of different value is always con- 
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fusing, so that in the long run we have the choice between 
a common unit and the other extreme of a different unit 
of any value we like to choose. Having a “dollar” already, 
there is a general advantage in parity. Many people over- 
emphasize the apparent advantage of a discounted Cana- 
dian dollar, to encourage exports from Canada and dis- 
courage imports, but that is merely a version of the old 
mercantilist argument that the trade balance should be 
favorable and bring a net accumulation of gold. More- 
over, price levels adjust themselves to exchange rates. If 
the Canadian dollar were permanently lower than that of 
the United States, the price level here would be correspond- 
ingly higher. The situation in the past two years has been 
exceptional, through price and exchange controls, and it 
could not be expected that the 90 cent Canadian dollar could 
always buy as much or more merchandise (subject to ra- 
tion limits of course) in Canada as could the 100 cent 
dollar across the line. If this parity continues, account- 
ants will in the course of time be relieved of some problems 
of varying values of funds. Meanwhile, since there is no 
freedom of exchange into gold, the whole thing is arbitrary, 
and is further limited to the range of authority of the 
Dominion government in respect to exchange rates. 


Following negotiations over several years, the 
Licensing councils of the six accountants’ bodies of Great 


Bill in Britain have agreed upon a draft of a public 
Great accountants bill which, while not merging the 
Britain bodies, proposes a licensing system for public 


practice, and also the adoption of standards 
for admission. The six bodies are the Institute of 
Chartered Accountants of England and Wales, the Society 
of Incorporated Accountants and Auditors, the Association 
of Certified and Corporate Accountants, the Society of 
Accountants in Edinburgh, the Institute of Accountants 
and Actuaries in Glasgow, and the Society of Accountants 
in Aberdeen. The Institute of Chartered Accountants in 
Ireland had a part in the movement but, since it covers 
both northern and southern Ireland, it is not included as 
one of the qualifying bodies; however, it will have the right 
to apply to become a recognized body under the bill. 
A licensing law has been considered in Britain at vari- 
ous times and opinion seems to have moved from early dis- 
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favour, then reluctant consent, to a fair degree of general 
support as indicated by this endorsation by the six bodies. 
In explaining it at a special meeting of the English Institute 
on June 4, the president said: “When one reviews the 
growth of accountancy and accountancy bodies, even since 
1930, one is not only forced to the conclusion that the plunge 
ought to have been taken a long time ago, but that it ought 
no longer to be delayed. Even though in the early stages 
there may be an element of dilution, which in the public 
interest, quite apart from our own, we may think undesir- 
able, I can only say that no great reform can be achieved 
without some such cost.” 

Under the bill, chartered accountants will retain the 
right to describe themselves by that name, whether or not 
they choose to add the further qualification of “public ac- 
countants”. 

An important consideration, from the viewpoint of ac- 
countants in other countries, is that reciprocity of member- 
ship will apparently be easier under the new set-up. 


Under the title “A Message to Employ- 
“A Message ees” the Steel Company of Canada, Limit- 
to Employees” ed, has produced a booklet illustrating its 

history and operations. A condensed, 
consolidated statement of finacial position, with figures for 
the past two years, is a good example of what is probably 
the maximum of clarity and simplicity in respect to fin- 
ances. The items will be of interest to our readers: 


THE FUNDS WITH WHICH WE WORK 
Sources of Funds: (Items listed here are cash, government securities, 
owed by employees on Victory bonds, owed by customers, raw 
materials, goods in process and finished products). 
Deduct what we Owe: (For materials and wages due, for taxes, and 
for dividends to shareholders). 
The Difference is our Working Capital. This is explained as “being 
the funds to carry on and expand the business of the company”. 
ADD THE TOOLS WITH WHICH WE WORK 
(Under this main heading are listed investment in land, buildings and 
equipment, investment in mining properties, and miscellaneous assets, 
following which is deducted “estimated amount of wear and tear 
on above buildings and equipment since inception of the company” and 
an “amount set aside for emergencies”.) 
NET VALUE OF COMPANY ASSETS 
“Representing the investment of 8,217 shareholders who hold an aver- 
age of 88 shares each—including earnings reinvested in the business”. 
A footnote points out that “this investment is equivalent to $6,077 
for each present employee—it provides a place to work and the neces- 
sary tools”. 
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Reconverting Internal Control 


By H. G. Norman, C.M.G., F.C.A. 
Montreal, P.Q. 
An address before a meeting of the Institute of Internal Auditors, Inc., 
Montreal (Canada) Chapter 

c IS just a year ago that I had the pleasure of addressing 

you and I feel it a compliment to my profession to be 
asked to talk to you again. When your executive invited 
me to come here tonight, they allowed me to pick my own 
subject provided it related to internal control. In these 
days of reconversion to a peacetime economy, I could find 
no aspect of the large subject of internal control that ap- 
peared to me as being more timely and topical than the 
problem which all accountants in industry, in government 
and in the profession, are now facing—the problem of 
reconverting our thinking, our methods, and our approach 
to the improvement in and, in some cases, I am sorry to say, 
even to the re-establishment of internal control. 


Internal Control Defined 

I have read many definitions of internal control but the 
one I like best is the summary definition of your own Dr. 
Brink—“The organized activity on the part of the manage- 
ment to assure itself of proper adherence to company pro- 
cedures and policies and to secure the benefits of a system- 
atic and objective verification and constructive analysis and 
appraisal of the accounting, financial and other aspects of 
the company’s operations”. The reason this definition ap- 
peals to me is because it visualizes an active and all embrac- 
ing approach to the problem. It follows that all of the 
means used to establish internal control are largely without 
result unless a continuing appraisal and reappraisal of the 
financial and other aspects of a company’s operations is 
carried on through internal audit. 

The first question that arises is “why must we recon- 
vert?” I think the best answer was contained in a remark 
made to me recently by the chief executive of a large com- 
pany. He said: “I’ve heard that an army marches on its 
stomach, and I know the government marches on taxes, but 
I’m beginning to think that our company is marching on 
its paper work and the worst of it is I can’t find out whether 
we’re advancing or retreating’. Now, there is nothing 
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basically wrong with the idea of a company marching on 
its “paper work” provided it is effective, but there is some- 
thing seriously and basically wrong when the “paper work” 
does not give the chief executive a clear picture not only 
of the direction in which he is going but also where he has 
been and, above all, his ultimate destination. It seems to 
me, therefore, that like all good housekeepers, whether 
corporate or individual, we must take stock of our position 
—and the time to do so is now. For six long years we have 
been thinking in terms of: “Let’s get the job done—without 
too much regard to the cost—and above all without too 
much red tape”. This has also in part resulted from high 
rates of taxation which tend to the ignoring of economy of 
operation and tend to overlapping of effort of personnel and 
the production of many statistics and forms which are not 
essential to the clear understanding of the financial and 
other aspects of a corporation’s affairs. It is essential that 
we change our perspective now: “Let’s get the job done— 
but with proper regard for the cost—and without unneces- 
sary paper work”. 

During the war years we have suffered from some short- 
ages here at home and the most important shortage has 
been effective manpower. It was perfectly natural, of 
course, with so many of our best workers engaged on the 
important task of reducing Nazism to impotency. But now 
many of them are home and we have the opportunity of 
turning their efforts to putting our house in order. 


Methods of Internal Control 


Now—how to go about the job? The very first and 
most important step, in my view, is the development of 
more constructive and efficient internal control. In the 
large organizations this is accomplished most effectively 
through the internal audit department; in the small organ- 
izations, where no internal audit department exists, it is 
the management’s responsibility with the help of the public 
auditor. My remarks this evening concern mainly the 
larger organization with an internal audit department but 
they can as well apply to the small organization. 

There are two approaches to auditing. One is the static 
approach—the feeling that it is merely a checking function 
—dealing with dead, historical facts and figures. That is 
the approach that public auditors are most frequently ac- 
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cused of having—and perhaps at times rightly so. They 
are mainly working in retrospect when they undertake to 
certify that the company’s financial position and results of 
operations are presented fairly to the owners. The other 
approach is the active one—the feeling that auditing is 
more than a checking function—it is dealing with live 
figures and facts and presenting them not only fairly but in 
the manner that will be most helpful to the management and 
to the owners and yes—to the public—not only to enable 
a clear appraisal of the past but to form a basis for ap- 
praisal of the future. The internal auditor by the very 
nature of his work, should and does, I am sure, possess 
the active and realistic approach. 

I do not wish to minimize the important role of internal 
auditing in locating errors of omission or commission and 
preventing and detecting fraud; much has been said and 
written about these aspects. Other aspects, which to me are 
the very essence of the active approach, do not appear to 
have been emphasized so strongly. Of these other aspects 
possibly one of the most important is to see that the policies 
and procedures set by the management are interpreted and 
carried out in the manner intended. At this point, I would 
like to repeat something I said when I was last here, and 
that is, in my view, the internal auditor should be as in- 
dependent as is possible and should be in a position in 
which he may make his findings and express his opinions 
without fear or prejudice which, in effect, means that he 
should report to one of the senior executives of the com- 
pany and, in any event, not to the person whose duty it 
is to have charge of the operation of the internal controls. 

The first step in our stock-taking, having in mind one 
of the main objectives is the ascertainment that manage- 
ment’s policies and laid-down procedures are being carried 
out effectively, is, of course, the organization of a competent 
and well trained internal audit staff, possessing above all 
requisites, the quality of judgment since the whole system 
of internal control depends in large measure upon the 
ability to see the hazards and establish safeguards commen- 
surate therewith. 


Manuals of Procedure 


The next step is one which may rightly appear to be 
more directly concerned with the controller’s than the in- 
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ternal auditor’s function. It is to prepare written manuals 
of procedures. While it is normally considered that pro- 
cedure manuals are the responsibility of the controller and 
the verification that established procedures as set forth in 
the manuals are properly carried out is the responsibility 
of the internal auditor, I believe that most controllers would 
welcome the idea of the internal audit department in the 
normal course of its work undertaking to review all existing 
procedure manuals with a view to making suggested 
changes or writing new ones, where necessary. Since much 
of the work must be done in the field, this arrangement 
would not only enable the job to be done more economically 
since it could be combined with the regular work of the 
internal audit staff on their field trips but also possibly 
sooner, because while most controllers readily admit the 
importance and necessity of written manuals of procedure, 
many of them also have a habit of putting the job off in 
favour of more urgent work. When the task of revision or 
rewriting has been accomplished, of course subject to the 
approval of the controller, it would be proper for the main- 
tenance of the manuals to revert to the controller’s depart- 
ment and for the internal auditor to resume his role of 
ascertaining that procedures are carried out as established, 
and even more important, to satisfy himself from time to 
time that the procedures are properly designed, having due 
regard to changing conditions. There is no doubt in my 
mind that the proper audit of procedures is an even more 
vital function of the internal auditor than the counting of 
cash. If the procedure is well designed, and carried out 
properly, the cash will usually be found in order. A note 
of caution may be in order here. Many otherwise well- 
designed procedure manuals are deficient through failing 
to relate the procedures to the individuals responsible for 
carrying them out. From the standpoint of internal check 
the best procedure is useless if it is not performed by the 
designated individuals. 

While I am on this subject of procedure manuals there 
is a further point I should like to stress. The internal 
auditor and his staff, through their wide contact with all 
phases of the company’s operations, are literally the idea- 
carriers of the organization. By this I mean that a method 
may have been developed in one branch office, which is the 
best and most efficient way yet discovered of doing a certain 
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job. In the course of his visit, the internal auditor observes 
this method and is impressed with it to the extent that he 
mentions it in another branch office using a less efficient 
method. This is excellent but it does not go far enough. 
The internal auditor should make it his definite responsi- 
bility to see that knowledge of this superior method is con- 
veyed as soon as possible through the proper channels to 
all units of the organization that can use it to advantage. 
I know of no better way to achieve this result than through 
the use of procedure manuals kept constantly up to date. 
The internal auditor’s direct concern in seeing that this is 
accomplished can well be one of his most important contri- 
butions to the progress of his company. 


Mechanical Problems 

The next aspect of the stock-taking, which I should like 
to put forward for your consideration, is an audit of the 
mechanical accounting equipment in use in the organization. 
Great strides have been made in the mechanical accounting 
equipment field, particularly during the war years. It seems 
_ to me imperative that an inventory be taken of such equip- 

ment at this time—and I am not referring only to seeing 
that all of the equipment is physically on hand. I mean 
that a survey be made to see what types of equipment are 
being used on what types of work. There may be units of 
the company using old, obsolete equipment which needs 
replacement. There may be work performed manually that 
could be done more effectively and economically by the use 
of machines. There is a possibility that the right types 
of machines are not being used on the right job. Any ma- 
chine company representative will gladly admit that he 
would rather not have his make of machine installed than 
have it used in the wrong way on the wrong job. Mind 
you, he will probably produce a model of his own make that 
will do the job properly, but he is never happy to see his 
equipment as the round peg in the square hole. There may 
be too much mechanical equipment in one unit of the com- 
pany and not enough in another. This is very common 
nowadays with the cutbacks in war production. All of 
these points are ones which I think the internal auditor 
should view as part of his immediate reconversion problem. 
It follows, of course, that the internal audit department 
should be well qualified to advise on the use and the pur- 
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chase, when necessary, of all types and makes of mechanical 
accounting equipment. 

Another aspect of internal control that seems often to 
be under-emphasized is the responsibility of the internal 
audit department in relation to the cost accounting methods 
of the company. Too often there seems to be a feeling that 
anything relating to costs is exclusively the controller’s 
province and that a “no admittance” sign) is hung out for 
the internal audit department. In my opinion no field of 
accounting in an organization offers greater scope for ef- 
fective work by the internal audit department than costs 
which are so necessary to management to enable it to plot 
its activities and its future operations. The controller and 
his department are engaged in operating the cost system 
and in producing and analyzing the cost figures. At times 
the controller must feel a bit too close to the forest to see 
the trees clearly and quite rightly may think that he cannot 
view the results of his work with the proper degree of 
objectivity and constructive critical analysis. The only 
department able to provide this important and useful ser- 
vice is the internal audit department. Apart from the active 
approach of continually appraising the costing procedures 
in the light of the information to be obtained therefrom 
and the efficiency with which they have been designed and 
are operated, there is also the advantage that analysis of 
trends and variances in expenses may bring unsuspected 
defalcations to light. As a result of reconversion from 
war work to peacetime operations, the time would appear 
most appropriate for a general overhaul of cost systems 
and methods with a view to streamlining the same, produc- 
ing only the salient factors necessary for management and 
so designed that the results of the responsibilities placed 
on each part of management can be easily determined. The 
internal audit department must be equal to its obligations 
in order to participate fully in the re-establishment of 
proper methods of internal control in the organization with 
which it is connected. 

Accounting Personnel 

Still another aspect of the reconversion problem as it 
relates to internal control is the expansion of the service 
which can and should be rendered by the internal audit 
department in the development of well-trained accounting 
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personnel within an organization. In the first place, the 
internal audit department should be regarded as one of the 
finest training grounds in any company for young men of 
good calibre who look like future executive material. I 
know of no better way to acquire a knowledge of a com- 
pany’s affairs on a very broad plane and in all fields of its 
activities including manufacturing than as a member of a 
well-run internal audit staff. The responsibility of training 
such personnel is one that cannot be treated lightly. There 
is another way also in which the internal audit department 
can contribute to the welfare of its company along person- 
nel lines. In the course of their work, particularly in the 
field, internal auditors cannot help spotting individuals who 
stand out in comparison with others doing the same type 
of work. While I am not recommending that the internal 
audit department freely cross company lines of organization 
and authority, I do think that they can unobtrusively help 
to ensure that a really promising individual receives re- 
cognition in due course. It should also be the duty of an 
internal audit department to recommend transfers even of 
a lateral nature when one individual is on the same job too 
long. This is an excellent means, as you all know, of pre- 
venting defalcations which may have commenced in a small 
way, from developing into serious proportions. It is prob- 
ably just as necessary as the enforced annual vacation. 
The various points I have mentioned tonight are but a 
few of the many problems we all face in getting through 
this reconversion and reconstruction period, and I am 
bringing them to your attention so that you may realize 
some of the responsibilities which I consider are yours. 
The important services which accountants and auditors, 
internal and public, must be equipped to render to industry, 
to government, and to the public can only be discharged 
properly if we take stock of our present situation and set 
to work to repair the ravages which have been made by 
the war years. We have with us again literally an army 
of serious, mature young men and women who are eager 
and willing to help us do the job. Let us set our sights and 
plot our course and get them to man the ships so that we 
can establish even higher standards of achievement in our 
chosen profession in whatever branch we may serve. 
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Organizing and Managing an 
Internal Auditing Department 


An address by Earle H. Cunningham before a recent meeting of the 
Toronto chapter of the Institute of Internal Auditors 


ME: CHAIRMAN, members of Toronto chapter and guests: 

Most countries, states and provinces, cities and towns, 
and even local communities, have some one thing for which 
they are widely noted. I remember as a youngster learn- 
ing that Pittsburgh was noted for its steel industries, 
Chicago for its stockyards and Detroit for its automotive 
industry. These and many others, I have remembered all 
my life but somehow or other I could not recall just what 
it was that Toronto was famous for until my visit of last 
year, when I had the pleasure of participating in the cele- 
bration of your first anniversary; this visit was all that I 
needed to refresh my memory, for I found out then that 
Toronto was noted for its hospitality; and such hospitality 
I have rarely experienced. 

I can assure you that this is not just a visiting speaker’s 
bouquet, but a sincere expression in respect to what I con- 
sider was the outstanding event in my 1945 personal ex- 
periences. 

Since this meeting is in celebration of your second birth- 
day I want to extend to you the congratulations and best 
wishes of the Detroit chapter; we are proud of your aggres- 
sive development and progressive accomplishments. 

Internal auditing is our business, and as such is deserv- 
ing of our serious reflection and constant study. If we 
ever reach the point where we feel that there is no more 
to learn or no further opportunity for developing and per- 
fecting our skill in this comparatively new and rapidly 
growing profession, then we have either reached the age of 
retirement or gone stale. 

It has been my philosophy, backed by years of exper- 
ience, that the foundation is the most important part of a 
subject, whether it be a building, or a branch of learning. 
I feel that our success as internal auditors depends largely 
upon the kind of foundation that we build, as individuals 
and as a professional society. 

As individuals, we must through home study, reading 
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programs, study groups, researching and skilful practice 
develop ourselves to real professional stature; we must 
render that type of service that will merit managerial 
recognition and the confidence and respect of the public 
accountant. 

As a professional body, functioning through The In- 
stitute of Internal Auditors, we must guard the quality of 
our membership, develop educational programs that will 
raise the level of our practice, win the respect and co-opera- 
tion of other professional groups, and develop outstanding 
leadership that will bring our objectives to a reality. 


Clerical Versus Managerial Auditing 

It is important that we know more about the origin and 
evolution of internal auditing; how its complexion has 
changed over the years from a mere clerical activity to the 
status of a recognized profession. 

While internal auditing is still considered a clerical func- 
tion by many companies, the more progressive companies 
have recognized the internal auditing department as a staff 
agency of invaluable worth and have utilized it to the fullest 
extent. 

It is essential that we clearly understand, that today, 
we have two general types of internal auditing: (1) Clerical 
auditing; (2) managerial auditing. 

Clerical auditing refers to the old concepts of internal 
auditing and comprehends little more than a checking of 
mathematical computations, testing distributions, determin- 
ing sufficiency of approvals, reconciliation of accounts, sub- 
stantiating balances, verifying adherence to policies and 
procedures, and similar routines. 

It is a type of auditing that in most cases can be pre- 
determined; by that I mean it is a type of auditing for 
which one might draw up an audit program in advance and 
follow it “to the letter of the law”. It is a form of auditing 
procedure that more or less follows a fixed pattern for all 
assignments. 

Standard audit programs, manuals of procedure, audit 
questionnaires, and predetermined working papers can, in 
general, be used with little need for variation in the execu- 
tion of the audit. 

Where the objective of audit is largely of a policing 
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character, this type of auditing may prove entirely satis- 
factory. In contrast, managerial auditing not only com- 
prehends all the objectives normally accomplished by cler- 
ical auditing, but extends far beyond the confines of routine 
checking to act as the eyes of management. 

_ Whereas in early days management was able to keep 
in close touch with all phases of the business, today top 
management can do little more than formulate policies and 
procedures and review and interpret reports on operations; 
the control of the “firing line” and the many intermediate 
levels of management have to be delegated to others. 

It is therefore necessary for management to have some 
agency, free from normal operating functions and responsi- 
bilities, that can survey, review, analyze, evaluate and form 
accurate and practical conclusions in respect to the many 
activities of the business, and be able to render intelligent 
and helpful reports thereon. 

Current standards of internal auditing, as practised at 
the higher levels, require far greater ability and skill than 
was needed for the type of auditing practised a few genera- 
tions ago. 

It is a comparatively simple matter to merely police the 
financial records and procedures of a company, but it re- 
quires a superior type of auditor to go beyond this routine 
objective and render unto management the benefits of mod- 
ern internal auditing. 

The managerial auditor is not merely a practitioner of 
a fixed science but a diagnostic analyst and appraiser. He 
is not solely a policeman but a prospector and an assayer 
as well, 

The internal auditing department is a staff agency that 
top management will need in the years ahead, far more 
than ever before. The changing economic conditions which 
we are just beginning to experience are going to cause an 
ever-increasing demand for adequate and timely data as a 
basis for executive decisions, and for the reduction and con- 
trol of costs. 

Wartime demands, government regulations and increas- 
ed complexities of operations have built up in most com- 
panies a staggering burden of expensive clerical routines, 
which can without doubt be greatly modified if ferreted out, 
carefully surveyed and brought to management’s attention. 
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Many of the necessary and vital internal controls in 
effective operation prior to the war, have deteriorated as a 
result of the many strains and types of neglect to which 
they have been subjected during the war years. These 
internal controls need to be thoughtfully inventoried and 
revitalized; and the internal auditor can contribute much 
to their rehabilitation. 

To rate as a managerial auditor one must have a pro- 
prietorship complex or consciousness that will enable him 
to view each engagement, each feature of his assignment, 
each business transaction, and the many operating proces- 
ses, through the eyes of management. To the managerial 
auditor, figures are more than cold statistics or mathema- 
tical semantics with narrow connotations; they are live 
symbolisms that generate mental pictures of business trans- 
actions that are crystal clear in all particulars. The man- 
agerial auditor must be able to view and consider all mat- 
ters coming under his observation with the same interest 
and understanding as management. He must be able to 
develop and report to management those matters essential 
to the successful operation of the business, that would not 
otherwise be known; and such matters should not be lim- 
ited solely to the accounting and financial fields. 

Keeping in mind the old and newer concepts of internal 
auditing, and the two general types—clerical and manager- 
ial—we can now approach the subject “Organizing and 
Managing an Internal Auditing Department”. 


Organizing an Internal Auditing Department 

To intelligently discuss the organization of an internal 
auditing department there are two important matters that 
should be considered and disposed of: (1) By whom is the 
internal auditing department being created? (2) What 
are to be the general and specific objectives of internal 
auditing? 

In respect to source of authority, the internal auditor 
may be created by: 
. Charter or by-laws 
. Board of directors 
. President 
. Vice-president in charge of finance 
. Treasurer 
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6. Comptroller, or by 
7. Other functional authority 


When the internal auditor is created by charter or by- 
law provision, he generally takes on the rank of a corporate 
official with authority and responsibility as specifically 
provided. While this method of creating an internal audi- 
tor is not a common practice, it is employed where the 
stockholders desire an independent observer of business 
operations, reporting directly to them through the media 
of annual or other periodic reports. 


When the internal auditor is established by action of 
the board of directors his duties and responsibilities are 
generally defined by the same act. While it might be di- 
rected that the internal auditor is to currently report to 
the president or other designated official, he is usually 
clothed with independence and required to render periodic 
reports direct to the board of directors. 

When no provision is made in the charter or by-laws 
for an internal auditor, and the board of directors have 
taken no initiative in this respect, the president has the 
necessary authority to create such a position, and in many 
companies such action has been taken. In instances of 
this kind the internal auditor is independent in respect 
to all officers and employes below the rank of president to 
whom he will report. When demands upon the president’s 
time are heavy, he may arrange for the internal auditor 
to report to an assistant or an executive vice-president. 
In some companies the internal auditing department is es- 
tablished by authority of the vice-president in charge of 
finance, the treasurer, comptroller or the administrative 
head of some other department or functional activity. 

It is not the internal auditor’s prerogative to say who 
shall create his position, but it is essential that he know 
who his creating authority is, and to whom he is respon- 
sible. In addition he should determine the objectives to be 
accomplished, any restrictions or limitations that may be 
placed upon him, and the exact extent of his independence 
and authority. 

If these and similar matters are clearly outlined and 
understood by all concerned at the time the internal auditor 
is appointed, it will promote a better relationship and ob- 
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viate many of the difficulties that often develop when such 
a clear understanding does not exist. 


There is a wide difference of opinion among the mem- 
bers of the Institute as to whom the internal auditor should 
report. From my point of view the answer is simple; he 
should report to his creating authority. From a pro- 
prietorship point of view, the greater the independence of 
the internal auditor, the greater will be his worth to the 
company. I am thoroughly in accord with those who sup- 
port the theory that the internal auditor should report to 
the board of directors or the president of a company. How- 
ever, if neither the board of directors nor the president 
recognizes the importance of having an internal auditor 
with complete independence reporting directly to them, and 
leaves the matter of establishing an internal auditing de- 
partment to some lower level of management, then I con- 
sider it proper and logical for the internal auditor to accept 
the situation as it is, pledge his allegiance to his creating 
authority, report to that authority, and give him the high- 
est type of effective internal auditing that it is possible to 
render under the circumstances. 


If the internal auditor is appointed by the comptroller 
then he represents a staff agency created by the comp- 
troller and should serve and report to him. If he is ap- 
pointed by the treasurer or some other functional head, 
then he should serve and report to that authority. In such 
cases it must be recognized that he is not a company wide 
agent with complete independence serving and reporting 
to proprietorship interest; he is not a full-fledged internal 
auditor as commonly understood, but more properly a 
“quasi-internal auditor”. It is because we do not always 
fully appreciate this distinction that we get into differences 
of opinion as to whom the internal auditor should report. 
Therefore if we have been delegated to establish an in- 

ternal auditing department, we must determine: 

By what authority are we so empowered? 

To whom are we to report? 

What is to be the scope of our activities? 

. What restrictions or limitations, if any, are to be 
placed upon our freedom of action and expression? 

. Is the general auditor or head of the auditing de- 
partment to have full administrative powers and re- 
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sponsibility for organizing and managing the de- 
partment? 

There undoubtedly will be other matters that will need 
clarification to ensure a smooth operating and effective de- 
partment, but I feel that those enumerated are the major 
essentials. 

The second important matter to be disposed of in or- 
ganizing an internal auditing department is that of “ob- 
jective”. What prompted the desire or need for an inter- 
nal auditing department? What is it that the creating au- 
thority expects to accomplish by the establishment of such 
an agency? What are to be the general and specific ob- 
jectives of the auditing effort? Is the department to act 
solely as a policing agency, which is analagous to a plant 
protection force, or is it to serve as the eyes of the creating 
authority, who expects high level managerial auditing? Is 
the department to be represented by a staff of skilled tech- 
nicians, or a group of clerical automatons? These and 
many other matters relating to scope and objective must 
be fully clarified before one can start organizing an in- 
ternal auditing department. 

For the purpose of this discussion, I am going to as- 
sume that our creating authority is a representative from 
top management, that we have complete independence with 
no material restrictions or limitations, that we have a broad 
scope of activities, and are expected to practise a high level 
of managerial auditing. I am further assuming that we 
have been appointed general auditor with full administra- 
tive and operating authority and responsibility, as these 
relate to auditing activities. 

If we find ourselves in this position we face two major 
problems as follows: (1) Administrative; (2) operating. 

Tackling first things first, which in this case is “‘admin- 
istrative’, we should review again our objectives that these 
may be crystal clear. Then we should schedule by types 
and audit requirements the assignments that we will be 
required to cover. We should determine by skilful analysis 
and careful estimates the manpower required to satisfy 
the predetermined objectives. The manpower requirements 
should be scheduled by classifications such as seniors, 
juniors, apprentices, special assignment men, etc. In this 
connection it will also be necessary to estimate the number 
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of supervisors that will be needed to properly handle the 
staff of line men. 

The next step will be to set up the administrative fam- 
ily. This will involve the determination of the need for 
report reviewers, report editor, supervisor of audits, ad- 
ministrative assistant, secretarial-stenographer and report 
or statistical typists. The needs will vary with the size of 
the staff and the type and volume of services to be rendered 
to satisfy the objectives established. 

We must consider the office and working space that will 
be necessary, filing and mechanical equipment required, the 
type, color, ruling, and size of working papers and reports, 
form and character of time and expense reports, require- 
ments for brief cases and other supplies, traveling expense 
allowance policies, and many other routines and details of 
a similar character necessary or incidental to a proper 
functioning of the department. A departmental organiza- 
tion chart should be prepared and supported #y an admin- 
istrative and operating manual. The department should 
be thoughtfully planned and carefully organized, in order 
to ensure a successful launching and smooth functioning. 

Turning our consideration to the operating phase of or- 
ganizing an internal auditing department we should per- 
haps first settle the line of authority; will this be vertical 
or horizontal? Less friction will result from the vertical 
line of authority where the organizational set-up makes its 
application practicable and it is carefully observed. How- 
ever, in those instances where the head of a department de- 
sires to take semi-active part in directing line activities, 
it is probable that the horizontal line of authority will bet- 
ter serve the plan. This is largely an administrative policy 
matter for the head of the department to determine, but in 
any event the plan should be made clear to the line men and 
incorporated in the manual of operations. 

Another operating problem that a newly-appointed in- 
ternal auditor will have to consider is, whether he is taking 
over an existing staff or will be required to build an en- 
tirely new staff. It matters not which condition he may in- 
herit, he has a serious and important task to perform. If he 
takes over an existing staff it will be necessary to make a 
very careful personnel inventory for the purpose of deter- 
mining the qualifications, limitations, and grade of his line 
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men. No matter how good a job he may do it will take con- 
siderable time and study before he can arrive at an accur- 
ate evaluation. He must also feel out the morale of the 
department and study previous policies and procedures. 
Any needed improvements must be worked out gradually 
and tactfully in order to preserve goodwill and not upset 
current operations. 

If an entire new staff is to be created then the auditor 
faces the problem of personnel selection which is not so 
easy a job as many are inclined to make it. To select a 
group of men that will measure up to requirements is a 
serious and important task. Even under favorable condi- 
tions and by the application of skilful interviewing tech- 
nique, one is certain to err in some cases with the result that 
the defects may not become evident until some time later 
when replacements will become necessary. However, I 
want to draw attention to the fact that interviewing and 
selecting personnel is an art, which if well developed, will 
be of invaluable worth to a department head. 


Very few executives have made any particular study 
of the subject of interviewing but have relied upon their 
“natural” ability or intuition to guide them in their inter- 
viewing problems and in the selection of personnel. Some, 
of course, do a fairly good job on this basis; however, I 
feel that these same individuals would profit much if they 
would add a little study of scientific interviewing to their 
so-called natural ability. 

Even though a person may be engaged through the med- 
ium of a personal interview, a formal application form 
should be required from the applicant. This step is not 
only essential in order to provide a detailed personal his- 
tory record for the employment files, but to aid the inter- 
viewer in determining the applicant’s qualifications. 

In this connection I would like to pay my compliments 
to the average application form submitted to prospective 
employes for completion. Outside of providing a limited 
amount of personal historical and statistical data, not much 
information is provided that will aid a skilful interviewer 
in judging the applicant’s real qualifications. Most appli- 
cation forms that I have observed are more or less of the 
same pattern and reflect no material change or improve- 
ment over the form in use twenty-five or thirty years ago. 
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To one interested in improving his ability in the selec- 
tion of personnel and in becoming more skilful in general 
interviewing, I suggest this can be easily accomplished by 
a little research and study. There are several fine books 
on the subject. The added ability acquired by such a pro- 
gram would enable one to formulate more worthwhile ap- 
plication forms that would carry pertinent questions, the 
answers to which would reflect significant implications as 
to the applicant’s qualifications. 

Be that as it may, the selection of personnel is only one 
of the many operating problems that will require solution. 
There is the problem of selecting supervising auditors. 
This is a far more important responsibility than is general- 
ly realized. All too often supervisors are selected on the 
basis of their technical knowledge and experience, with- 
out due consideration to their leadership qualities, their 
human relation characteristics and their ability to train 
and develop line men. From my point of view a poor 
supervisor can do more harm than no supervision at all. 

When the auditing activities are carried on at a central 
location and come under the direct observation of the head 
of the department, a smaller supervisory staff will be re- 
quired than would be necessary for a staff of travelling 
auditors covering scattered locations. 

If we have to cover a large variety of assignments, such 
as: 
. Manufacturing 
. Wholesale 
Retail 
Finance 
. Divisions 
. Subsidiaries 
. Branches 
. Foreign 
. Domestic 

10. Construction projects 

11. Purchase contracts 

12. License agreements 

13. Investigations 

14. Other special assignments, etc. 
we must decide whether we are going to provide an “all- 
round” staff, or a group of specialists; that is, are we go- 
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ing to select and train line men so that each one can satis- 
factorily handle any and all assignments, or are we going 
to develop specialists so one group will handle manufac- 
turing, another branches, another finance companies, an- 
other investigations, etc? This is a problem that must be 
settled early if we are to have order and system in our 
selection and training of staff men. 

As a rule the development of group specialists is only 
practicable when one has a large staff and a substantial 
number of diversified assignments. While there may be 
cases where group specialists work out very satisfactorily, 
such a set-up tends to sacrifice versatility and flexibility. 
So far as it may be possible I favor a well developed versa- 
tile staff to the specialist type. However, I do recommend 
one or more “special assignment” men who can be called 
upon “when the bases are loaded and two are out’. 

In every large company there will be a considerable 
number of tough assignments, misappropriations, special 
investigations, and jobs that call for skilful diagnosis, tact- 
ful handling, efficient and effective auditing technique, and 
positive conclusions. It is a great satisfaction to have 
someone that you can refer such problems to with a feel- 
ing of confidence, and know that he will come back with 
the right answer, all “wrapped up” in as good a manner 
as you could have done it yourself. I select my special as- 
signment men from the line after careful study and obser- 
vation, that is supported by demonstrated ability to take 
tough assignments and make good.. This method proves a 
strong incentive since it rewards the line man who has 
exerted the necessary effort to qualify. 

Another operating problem analogous to that just dis- 
cussed, is the advisability of having a line man cover the 
same job several times, because of the knowledge gained 
by his initial examination, versus rotating men so that they 
repeat at only infrequent intervals. As a general rule, I 
feel that the desirability of a fresh viewpoint, free from 
any bias or prejudice, far outweighs any advantage gained 
by the experience of a previous examination. But since it 
is the exception that proves the rule, there may be certain 
occasions when expediency would suggest that a repeat 
visit would better serve the objective of audit. 

There are, of course, many other administrative and 


79 








THE CANADIAN CHARTERED ACCOUNTANT 


operating problems to be considered and solved in connec- 
tion with the organization of an internal auditing depart- 
ment, so many in fact that we could spend several hours 
discussing them. I believe, however, that those mentioned 
will serve to indicate the importance of the task and pro- 
vide a cross-section of the type of problems that will re- 
quire consideration. 


Managing an Internal Auditing Department 

No matter how good a watch you may have, it will not 
run and keep good time if it has a defective main spring. 
The best auditing department that was ever created will 
not effectively perform without a skilful leader. Therefore, 
in considering this phase of our subject—managing an 
internal auditing department—we must be certain that our 
“main spring’, the department head, is well qualified to 
function. 

While it is the primary responsibility of the creating 
authority to make this determination, the internal auditor, 
himself, should be even more challenging in this respect. 
It is just as important for him to inventory his own quali- 
fications as it is for him to inventory the line men compos- 
ing his staff. His very position tags him as a leader; and 
whether or not he aspires to that distinction he has its 
responsibilities. A football team rarely develops beyond 
the capacity of the coach; and as Emerson has well said 
“An institution is the lengthened shadow of one man”. An 
internal auditing department will never attain a higher 
standard than that possessed by its administrative head. 

He must be in full command of his department at all 
times, a good administrative officer and a skilled technician. 
He must be tactful, diplomatic, a human relationist, a tea- 
cher and a counselor. And he must be alert, aggressive, 
progressive, a researcher, and be service-minded. In fact, 
the more diversified his knowledge and the broader his 
qualifications, the greater will be his success. 

Let us consider for a moment another angle to our prob- 
lem. As accountants and auditors we are all familiar with 
the laws of depreciation and obsolescence. We all know 
that physical properties decrease in value somewhat in pro- 
portion to maintenance and repair; staffs likewise deterior- 
ate if not properly serviced. No matter how good a staff 
you start out with, unless a high grade of supervision is pro- 
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vided, capable not only in technical procedures but also in 
training and staff development, you will sooner or later 
wind up with a mediocre collection of “has-beens”. Fur- 
ther a “spark plug” is as essential to supervisors as it is 
to an automobile motor; and that “spark-plug’’ must be 
the head of the department. 

Another problem that has to be considered, pro and 
con, is the advisability of using manuals of procedure and 
standard audit programs in connection with the execution 
of audit assignments. This is another one of those old 
chestnuts that provoke endless discussions and differences 
of opinion, and finally wind up as a draw. In so far as 
manuals of procedure are concerned, I am strongly in fa- 
vor of their use, provided they are confined to setting forth 
general procedures and principles relating to auditing tech- 
nique, company and departmental policies, instructions and 
reference data, and subjects of this nature. 


In general I do not favor the use of detailed standard 
audit programs in connection with managerial auditing. 
However, a thoughtfully prepared program, properly used 
during the training and development period, is almost a 
necessity. Nevertheless as the apprentice matures he 
should be gradually weaned until he is able to perform on 
the basis of the specific requirements for any given assign- 
ment. This philosophy does not mean to imply that the 
engagement should not be briefed or discussed prior to as- 
signment. I heartily approve, and recommend with em- 
phasis, that each engagement should be thoroughly review- 
ed by the assigning supervisor, pertinent points and poten- 
tials carefully considered, and an audit brief prepared in 
order that known and predetermined objectives may be 
crystal clear to the examiner assigned. 

Every job develops its unforeseen problems, which ob- 
viously cannot be anticipated in an audit brief; and it is 
the ferreting out of these items and according them proper 
treatment that distinguishes the managerial auditor. To 
develop an effective managerial auditor you must not 
“groove” his activities; but train him to think, for real 
auditing is largely a thinking process. It is a mental op- 
eration and not physical. I cannot emphasize this point 
too strongly for we see so many routine auditors spending 
eighty to ninety per cent of their time making working 
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papers and doing other physical work and only utilizing 
about ten to twenty per cent of their time for thinking; 
the ratio should be just the reverse. 

Please keep in mind that what I have said relates to 
managerial auditing. If you want to think in terms of 
clerical auditing I am perfectly willing to climb aboard 
your “band-wagon” and agree to the use of detailed stan- 
dard audit programs; I am not only willing to go along 
with this idea but I will go further and recommend it. 

If we are not in a position to maintain the highest type 
of line men, and have a mere policing objective to accomp- 
lish, I feel that the detailed standard audit program is not 
only a desirability but an important instrument to effective 
and efficient operation. In many cases this program can 
be supplemented by the use of questionnaires, standard 
working papers specially designed for the various features, 
and the use of many other time saving and economizing 
procedures. Clerical auditing bears about the same rela- 
tionship to managerial auditing that mass production bears 
to custom tailoring. As to which type of auditing you 
should apply depends entirely upon objective. When this 
is clear our problem is simple. The difficulty comes in that 
a great many of us inherit “half-breeds”; we find our- 
selves managing a clerical auditing department and striv- 
ing to perform a certain amount of managerial auditing. 
It is difficult to perform effective managerial auditing with 
a clerical auditing set-up. 

It is my thought, however, that a capable department 
head can, by educating and developing his staff to a high 
level of performance, and by demonstrated service to man- 
agement, convert his department to a staff agency of recog- 
nized worth and thus be able to function in accordance with 
the principles of modern internal auditing. 

The internal auditing department is as truly a staff 
agency as the legal department, the engineering depart- 
ment and others of this nature. Consequently, the internal 
auditor should always be on the alert to render the fullest 
service possible to management on any matters coming 
within his observation and qualifications. We must con- 
stantly strive to expand our usefulness; we must go beyond 
the “call of duty” to seek out those matters on which we 
can render to management some material and constructive 
assistance. 
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There are many other matters that I would like to dis- 
cuss with you but time does not permit, so if you have any 
special problems that you would like to present I will be 
very glad to comment upon them during the discussion 
period. 

In closing I would like to emphasize the need for a clear 
understanding of the difference between clerical and man- 
agerial auditing; the need for broadening our own knowl- 
edge and perfecting our skills, as well as the qualifications 
of our line men; the necessity for rendering a high type of 
service to management; and the importance of performing 
that character of work that will merit the respect and con- 
fidence of the public accountant. 

In respect to organizing an internal auditing depart- 
ment, we should use the same careful planning that we 
would employ in building a house. It requires skill com- 
parable to that of an architect or an engineer. Many audit- 
ing departments spring into existence from some minor 
demand having a limited or narrow objective, and conse- 
quently flounder around on a trial and error basis trying to 
find a real justification for their existence. 

It is essential that we have a full and clear understand- 
ing of objectives, source of creating authority, scope of 
activities, restrictions or limitations, if any, powers and 
responsibility, if we are to launch a well organized and 
effective internal auditing department. 

If our department has been well organized, the manag- 
ing aspects will be much easier, and become largely an _ 
administrative and supervisory activity. The one major 
factor required is that of aggressive and progressive leader- 
ship. A department head meeting this qualification should 
experience little difficulty. 


WINERY ACCOUNTING AND COST CONTROL 


George A. Maxwell, C.A., a member of the Institute of 
Chartered Accountants of Alberta since 1919, is the author 
of a book entitled “Winery Accounting and Cost Control” 
recently published by Prentice-Hall, Inc., of New York. 
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Prospective Revisions In Accounting 
Technique As A Result of Changing 
Economic and Social Forces 


By Hubert Stanley, C.P.A. 
St. Louis, Mo. 


A paper read to a meeting of accountants held recently in the United 
States, and presented to our readers as indicating possible 
trends in accounting techniques. 


a.” attempt to outline prospective revisions in accounting 
techniques as a result of changing economic and social 
forces may appear to be impractical and somewhat un- 
realistic if for no other reason than that it may be too 
prophetic to formulate accounting techniques in relation 
to such unpredictable forces as economics and sociology. 
The object of my brief remarks, however, is not to suggest 
any rules or to attempt to formulate accounting techniques, 
but to refer to what appear to be some of the more im- 
portant economic and social forces and to point out as best 
I can their probable effect on accounting practices. No 


doubt many accountants are thinking of these matters to_ 


some extent, but I suggest that all of us be more active in 
our thoughts and endeavour to stimulate the thinking of 
all accountants on these important aspects of business and 
accounting. After all, we should take an active part in 
the determination of accounting practices and techniques 
and not leave this important duty of the profession to a 
selected few. 

It is not particularly difficult in the application of ac- 
counting techniques to follow along in a groove patterned 
by others, but to hold a top position in the accounting pro- 
fession one must recognize that accounting principles and 
techniques are constantly changing whether one likes it or 
not, and that these changes are brought about largely by 
shifting economic and social forces. 


Securities and Exchange Commission 
We all know what a powerful and far-reaching force 
the Securities and Exchange Commission has been in the 
affairs of our country and how importantly the accounting 
profession has been affected by the philosophy of the Com- 
mission. There were many in the accounting profession 
who initially disagreed violently with the philosophy of the 


84 





Se RE EN 





Re a 





PROSPECTIVE REVISIONS 


S. E. C. and perhaps they still do, but none of us need be 
told how the accounting profession would have fared if we 
had not recognized the changed conditions and attempted 
to revise, wherever practicable, our accounting techniques 
accordingly. I know of some accountants who now believe 
that the accounting pronouncements and techniques of the 
S. E. C. are equally sound as those laid down and issued 
by the American Institute of Accountants. We cannot 
ignore these developments and certainly we are more pro- 
gressive and of greater service to the community and our 
clients if we approach our technical problems not just from 
a close and mathematical point of view but from the 
broader point of view of the effect thereon of economic and 
social factors. In making these statements it should be 
understood that I am not adopting or recommending any 
fanciful philosophy, as I am merely endeavouring to em- 
phasize that we cannot be reactionary in the formation or 
application of accounting techniques in the face of rapidly 
changing economic and social conditions. 


Rising Influence of Labor 


I know of no factor that is having more effect upon our 
economy than labor, and I think it will have an exceedingly 
increasing effect upon the accounting profession and the 
future techniques of accounting. The answer is not found 
in denouncing labor and proclaiming it has no right in 
management or to receive financial information. The S. 
E. C. was denounced by many at its inception, and still is, 
as an encroachment upon private enterprise and manage- 
ment. Perhaps it is and perhaps labor is, but we have the 
problem and must attempt to meet it or somebody else will. 
I do not mean that we should consider changing our basic 
accounting techniques merely to appease labor in its de- 
mands, but many decisions between labor and management 
are based upon financial statements and if this point is 
borne in mind in the application of accounting techniques 
then I think it is obvious we are being of the greatest ser- 
vice to all concerned. 

In the past the financial statements in the annual re- 
ports to stockholders and others have been prepared in 
many instances without regard to their effect on labor, 
either from the point of view of the final result from op- 
erations or from the point of view as to whether the state- 
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ments were prepared in a form understandable by labor, 
whose experience in the interpretation of financial state- 
ments is at the best quite limited. In recent years, how- 
ever, many reports have placed more emphasis on the em- 
ployee aspect of financial reporting and have been ad- 
dressed to both the stockholders and employees. In some 
instances separate reports are prepared especially for and 
addressed only to the employees. These special reports 
often include only an income account for the year in a form 
quite different from the income account in the regular an- 
nual report. This procedure, I think, is subject to criti- 
cism, as I doubt the advisability of issuing two forms of 
income account in separate reports. Presumably the 
thought is that the employees are not capable of compre- 
hending the usual form of income statement and must be 
furnished with the so-called simplified form. As a matter 
of fact, I think the same presumption could be applied to 
the stockholders (many of whom are employees) and even 
to directors, as I am sure that most accountants have 
learned by experience that the present form of balance 
sheet and income account is a mystery to the majority of 
stockholders and many directors. I predict that because of 
this condition the present forms of financial statements will 
undergo radical changes, which is already evidenced by a 
few of the annual reports issued recently. The furnishing 
of the two forms in one report, which is sometimes done, is 
a better procedure, and I think that accountants should use 
their influence to further this technique of reporting, at 
least during what appears now to be a transitory period of 
change. 

There is another aspect of the income account which 
should be carefully considered in the light of the import- 
ance which labor is assuming in the management of busi- 
ness. While it may be desirable to have all charges and 
credits pass through the income account, I think that 
greater care and judgment will have to be exercised in view 
of labor’s increasing interest in the final results. Many 
contracts exist between labor and management whereby 
labor participates in the profits. The question often arises, 
what profits? I think the general theory is that labor 
should share, under any such contracts, only in the profits 
produced by it, and if these profits are confused by includ- 
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ing extraneous charges and credits resulting from trans- 
actions in which labor has had no part, I think accountants 
can be of real value and help to management in the pre- 
paration of the income account. Many accountants have 
already had experience with clients who have had this prob- 
lem of presentation and this problem will increase as labor 
increases its demands. 
Federal Agencies 

Federal agencies, such as the Securities and Exchange 
Commission, the Federal Power Commission, the Interstate 
Commerce Commission, and others, as well as numerous 
state commissions, are having an outstanding effect on ac- 
counting practices. It seems unnecessary to recite the de- 
velopments that have taken place as a result of the powers 
granted these federal and state agencies and the manner 
in which these powers are exercised. It is sufficient to state 
that such powers are increasing steadily and consequently 
their effect on our profession will not be lessened. I would 
not be so bold as to predict what precise measures those 
agencies may take in the future and consequently it would 
be equally unrealistic to attempt to formulate any account- 
ing techniques which may be desirable to meet these mea- 
sures, but the socialistic trend is unmistakable and some- 
thing we must recognize. These agencies have had an im- 
portant influence on the accounting practices followed by 
all public utilities and I think it is inevitable that this in- 
fluence, now apparently fully supported by the courts, in- 
cluding the United States Supreme Court, will be increas- 
ingly felt by all commercial and other industries. The 
original cost accounting concept now prescribed by the Fed- 
eral Power Commission may quite conceivably be extended 
to other businesses. This, I believe, is evidenced by the 
present trend of the S. E. C. to force industry to eliminate 
from its accounts any amount for goodwill or other in- 
tangibles irrespective of any continuing value which the 
intangibles may possess. I say this trend exists in spite of 
the fact that recently the S. E . C. in some instances has 
permitted goodwill to remain in the accounts. 

Industrial Changes 

There is another extremely important economic factor 
to bear in mind, and that is that following the war we can 
expect revolutionary changes in manufacturing processes 
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and in the various arts. These changes are already mak- 
ing themselves evident and close attention will need to be 
given to obsolescence of capital assets, inventories, and 
other assets. It is not within the province of the account- 
ant to foresee what these changes may be, but many busi- 
nesses have for the first time established research depart- 
ments or have developed those already in existence and, 
while the activities of these departments are usually care- 
fully guarded, a review of the expenditures made and infor- 
mation otherwise obtained in the course of an examination 
may provide valuable information to the accountant. It 
may develop that more information should be included in 
the annual reports with respect to inventories and capital 
assets, so that the character of the different items may be 
known to the reader, thereby permitting him to apply in- 
dependently any knowledge he may have as to obsolescence 
due to changing conditions. 

During the past few years many accountants’ certifi- 
cates have contained statements to the effect that due to the 
general conditions resulting from the war the financial 
statements were subject to any effect which these unpre- 
dictable conditions may ultimately have on the accounts. I 
think it is quite possible that developments in the economic 
field may be so rapid and drastic that some similar state- 
ment with respect to such developments may be desirable 
in future certificates. If the scientists are correct in their 
views to only a relatively small extent, it does not take 
much imagination to visualize the fantastic effect which 
atomic energy will have upon our economy. 

As I stated at the outset, our thoughts with relation to 
accounting techniques must be elastic and forward-looking 
and the object of my few remarks has been to promote this 
important line of thought. 
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1946 Budget Resolutions 


— are the budget resolutions moved in the 
House of Commons by Finance Minister Ilsley on June 
27. These resolutions are the basis of the budget debate 
which took place during July and of legislation which fol- 
lows the conclusion of the debate. 


Income War Tax Act 

Resolved, that it is expedient to amend the Income War Tax Act 
and to provide: 

1. That for the 1947 and subsequent taxation years the present 
rules for computation of personal income tax be replaced by the follow- 
ing schedule of graduated rates: 

On the first $250 of income or any portion thereof, 22 per cent per 

annum; or 

$55 upon the income of $250; and 25 per cent upon the amount 

by which the income exceeds $250 and does not exceed $1,000; or 

$242.50 upon the income of $1,000; and 28 per cent upon the 
amount by which the income exceeds $1,000 and does not exceed 
$2,500; or 

$662.50 upon the income of $2,500; and 31 per cent upon the 

amount by which the income exceeds $2,500 and does not exceed 

$4,500; or 

$1,282.50 upon the income of $4,500; and 34 per cent upon the 

amount by which the income exceeds $4,500 and does not exceed 

$6,500; or 

$1,962.50 upon the income of $6,500; and 38 per cent upon the 

amount by which the income exceeds $6,500 and does not exceed 

$8,500; or 

$2,722.50 upon the income of $8,500; and 42 per cent upon the 

amount by which the income exceeds $8,500 and does not exceed 

$10,500; or 

$3,562.50 upon the income of $10,500; and 46 per cent upon the 

amount by which the income exceeds $10,500 and does not exceed 

$13,000; or 

$4,712.50 upon the income of $13,000; and 50 per cent upon the 

amount by which the income exceeds $13,000 and does not exceed 

$18,000; or 

$7,212.50 upon the income of $18,000 and 55 per cent upon the 

amount by which the income exceeds $18,000 and does not exceed 

$30,000; or 

$13,812.50 upon the income of $30,000 and 60 per cent upon the 

amount by which the income exceeds $30,000 and does not exceed 

$50,000; or 

$25,812.50 upon the income of $50,000 and 65 per cent upon the 

amount by which the income exceeds $50,000 and does not exceed 

$70,000; or 

$38,812.50 upon the income of $70,000 and 70 per cent upon the 

amount by which the income exceeds $70,000 and does not exceed 

$100,000; or 

$59,812.50 upon the income of $100,000 and 75 per cent upon the 

amount by which the income exceeds $100,000 and does not exceed 

$150,000; or 

$97,312.50 upon the income of $150,000 and 80 per cent upon the 

amount by which the income exceeds $150,000 and does not exceed 

$250,000; or 
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$177,312.50 upon the income of $250,000 and 85 per cent upon the 

amount by which the income exceeds $250,000. 

2. That for the 1947 and subsequent taxation years the following 
deductions from income be allowed: 

(a) $1,500 in the case of married persons and persons allowed a 
deduction equivalent to that of a married person and $750 in 
the case of all other persons; 

(b) $300 in the case of dependents not eligible for family allow- 
ances, $100 in the case of children eligible for family allow- 
ances and amounts not exceeding $300 contributed to the sup- 
port of partial dependents. 

3. That for the 1947 and subsequent taxation years the deduction 

of $1,500 from the income of a married person be reduced 

(a) Where the spouse has an income of more than $250 and less 
than $750 by the amount by which the spouse’s income is 
more than than $250, or 

(b) where the spouse has an income of more than $750, to $750 
whether or not the wife’s income is earned income. 

4. That in respect of income earned after December 31, 1946, 
the ordinary income tax rate for corporation income be increased from 
18 per cent to 30 per cent and from 20 per cent to 32 per cent in a 
case where a company and its subsidiaries file a consolidated return. 

5. That the exemption of investment income for purposes of 
the 4 per cent tax on investment income be increased for the 1947 and 
subsequent taxation years from $1,500 to $1,800. 

6. That a deduction from tax be allowed in the 1946 and subse- 
quent taxation years to a taxpayer who resides or is ordinarily resi- 
dent in Canada during only a part of the taxation year of a portion 
of the tax that would otherwise be payable upon his income during 
the taxation year that bears the same relation to the whole tax as 
the period in the taxation year during which he is not resident or 
ordinarily resident in Canada bears to the whole taxation year. 

7. That there be established, with provision for the expenses 
thereof, an income tax appeal board consisting of a chairman and 
two assistant chairmen having specified legal qualifications and not 
less than three nor more than nine other members appointed by the 
governor in council, as a court of record, to hear, in any part of 
Canada, appeals from assessments made by the Minister of National 
Revenue in respect of the 1946 and subsequent taxation years and that 
an appeal may be taken from a decision of the appeal board to the 
Exchequer Court of Canada. 

8. That there be established, with provision for the expenses 
thereof, an income tax advisory board consisting of a chairman and 
not less than two nor more than six other members appointed by the 
governor in council to which a taxpayer may require the Minister 
of National Revenue to refer for hearing, consideration and advice 
a decision to which the taxpayer objects made by the minister in the 
exercise of specified discretionary powers in respect of an assessment 
for the 1946 and subsequent taxation years. 

9. That for the 1947 and subsequent taxation years, a taxpayer, 
other than a corporation or joint stock company may deduct from the 
tax otherwise payable by him the amount of tax on income paid by 
him to the government of any province in which he resides not ex- 
ceeding five per cent of the tax otherwise payable by him. 

10. That for the 1947 and subsequent taxation years, a corpora- 
tion other than a corporation whose income is primarily obtained 
from mining or logging operations shall not be allowed to deduct 
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from income any corporation tax as defined in the existing wartime 
tax agreements paid to the government of a province. 

11. That there be allowed as a deduction from income earned af- 
ter January 1, 1947, of a corporation whose income is primarily ob- 
tained from mining or logging operations taxes paid by it to the gov- 
ernment of any province including income tax on income earned after 
January 1, 1947. 

12. That for the 1947 and subsequent taxation years, the provi- 
sion exempting the income of certain co-operative companies and as- 
sociations be repealed and that for the 1946 and subsequent taxation 
years provision be made that there may be deducted from a taxpayer’s 
income the aggregate of the payments made. 

(a) in the taxation year or within six months thereafter to his 

customers of the taxation year; and 

(b) in the taxation year to his customers of a previous taxation 

year after the 1941 taxation year and not previously deducted 
under paragraph (a) 
in respect of specified allocations in proportion to patronage for the 
said years the prospect of which was held forth 

(c) by the statute or by-laws under which the taxpayer carries 

on business or by his contracts with his customers, or 

(d) by the taxpayer in a specified manner prior to the com- 

mencement of the taxation year 
except that portion of such payments as would if deducted leave the 
taxpayer with an income less than an amount determined by deduct- 
ing from three per cent of the capital employed in the business, in- 
cluding therein borrowed moneys, the interest paid by the taxpayer 
on borrowed moneys and deductible as an expense in computing his 
income. 

13. That for the 1946 and subsequent taxation years, paragraph 
(q) of section four which exempts from taxation the income of credit 
unions be amended to exempt the income of any credit union or any 
corporation or association the members of which are credit unions 
which derives its revenue primarily from loans made to members 
residing within the province to which it is restricted for carrying on 
its business. 

14. That for the 1947 and subsequent taxation years, the provision 
exempting from tax the income of mutual corporations not having a 
capital represented by shares be amended to remove therefrom mutual 
insurance corporations except mutual insurance corporations which 
derive their premiums wholly from insurance of churches, schools or 
other religious, educational or charitable institutions. 

15. That for the 1947 and subsequent taxation years, there may 
be deducted for the purposes of this act, from the income of insurance 
companies, other than life insurance companies, whether mutual cor- 
porations or joint stock companies, amounts credited to policyholders 
by way of dividends or refund of premiums or refund of premium 
deposits and either 

(a) paid to the policyholder, 

(b) credited to the policyholder on account of premiums for re- 

newal of policies, or 

(c) credited on terms under which the policyholder is entitled 

to or may obtain payment thereof within a period not ex- 
ceeding thirty days after demand for payment by him and if 
notice of crediting on such terms has been given to the 
policyholder. 

16. That the income of a corporation or association commencing 
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business after December 31, 1946, incorporated or registered under 
provincial co-operative legislation and organized and operated as a 
bona fide co-operative for the purpose of marketing natural products 
of or acquired from its members, or of purchasing supplies, equipment 
or household necessities for, or to be sold to, or of performing services 
for, its members be exempt from taxation during the first three com- 
plete taxation years following the commencement of business. 

17. That a farmer or fisherman be permitted for the 1948 and 
subsequent taxation years, at his option, to compute his liability to 
pay tax on the average of his income for the taxation year and the 
two preceding taxation years. 

18. That for the 1946 and subsequent taxation years, the service 
pay and allowances, other than travelling allowances or separation 
allowances in place of travelling allowances, of a member of the per- 
manent Canadian naval, military or air forces paid at the new rates 
of pay and allowances established for the said permanent forces be 
taxable income of a member irrespective of 

(a) whether he is serving within or outside of Canada; or 

(b) whether he receives the pay and allowances during the first 

six months after his return to Canada. 

19. That for the 1947 and subsequent taxation years the pay and 
allowances of a member of the non-permanent Canadian naval, mili- 
tary or air forces other than the pay and allowances received by a 
member serving outside of the western hemisphere or within six 
months of his return thereto be taxable income of the said member 
and that the provisions for (a) a tax credit in respect of pay and 
allowances exceeding $1,600 as provided by rule 2 of section 3 of 
paragraph A of the first schedule; and for (b) taxation of a member 
serving outside of Canada in the western hemisphere at one-half the 
effective rate of tax applicable to his total income be repealed. 

20. That the exemption of amounts received by members of the 
merchant marine as war risk bonuses in respect of service in a war 
risk zone and of the value of board and lodging received on shipboard, 
while performing service in respect of which such bonuses are pay- 
able be repealed for 1947 and subsequent taxation years. 

21. That, where an elected member of a provincial legislature is, 
under an act of the provincial legislature, paid an allowance for ex- 
penses incidental to the discharge of his duties as a member, the al- 
lowance received in the 1946 or a subsequent taxation year be deemed, 
to the extent of not more than one-third of the aggregate of his nor- 
mal sessional indemnity as a member and the said allowance, not to 
be salary or taxable as income. 

22. That where the author or joint author of a literary, dramatic, 
musical or artistic work on which he was engaged for a period of 
more than twelve months assigns the copyright therein wholly or 
partially and has in the 1946 or a subsequent taxation year received 
within one year of the assignment in consideration therefor an amount, 
the whole of which would otherwise be included in computing his 
income during the taxation year a specified part or parts of the con- 
sideration may, at his option, be attributed to his income during cer- 
tain previous taxation years. 

23. That the special rates provided for non-resident-owned in- 
vestment corporations be reduced for the 1947 and subsequent taxation 
years from 22% per cent to 15 per cent but that such corporations be 
taxable on all income received in Canada subject to deductions from 
the said income in respect of interest and dividends received from 
other such corporations and foreign taxes paid by the corporation. 
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24. That for the 1947 and subsequent taxation years investment 
eorporations whose profits are now exempt from tax under paragraph 
(f) of section seven of The Excess Profits Tax Act, 1940, be exempt 
from tax upon income and that such corporations that would be so 
exempt except that they have outstanding bonds, debentures or other 
securities evidencing bonded indebtedness pay tax upon income at 
one-half the rate for corporations. 

25. That for taxation years ending after June 30, 1947, a cor- 
poration be permitted to deduct from income amounts paid to charit- 
able organizations not exceeding 5 per cent of the income of the cor- 
poration subject to taxation without the limitation presently thereon. 

26. That persons entitled to a payment out of an employee’s super- 
annuation or pension fund or plan, the investment income of which 
has been exempt from taxation by reason of an election for such 
exemption by the trustees or corporation administering the fund or 
plan, be allowed in the 1946 and subsequent taxation years as an 
alternative to the present deduction from the pension or superannua- 
tion payment, an amount computed on the basis of the amounts paid 
by the employee together with simple interest on such amounts at 3 
per cent per annum. 

27. That the special provisions with regard to 

(a) payments out of a superannuation or pension fund plan upon 

the death, withdrawal or retirement from employment of an 
employee or former employee in full satisfaction of all his 
rights in the fund or plan, 

(b) payments by an employer to an employee upon retirement in 

recognition of long service, and 

(c) payments by a person to a former employee in respect of loss 

of office or employment 
be replaced by a provision for the taxation of amounts so received 
after June 27, 1946, at the option of the taxpayer either as income for 
the year in which he received the amounts or at a rate equal to the 
percentage which the tax upon the taxpayer’s income during his last 
full year in the employment is of that income. 

28. That for 1946 and subsequent taxation years the provision un- 
der which the minister may allow double depreciation in respect of 
plant or equipment built or acquired as a new investment in a period 
to be fixed by the governor in council be amended to provide that 
the allowance be made only in respect of such classes of plant or 
equipment as may be determined by the governor in council. 

29. That the deduction in respect of income for a taxation year 
ending between the last day of December, 1942, and the first day of 
the year of expenditure in respect of one-half of expenditures made 

(a) in connection with maintenance or repairs by a taxpayer 

carrying on a business, or 

(b) on underground development by a taxpayer operating a mine, 
in a period to be fixed by the governor in council, be restricted to an 
amount 

(c) if the year for deduction is the 1946 taxation year not greater 

than the taxpayer’s excess profit in that year as defined for the 
purposes of The Excess Profits Tax Act, 1940, or 

(d) if the year for deduction is a taxation year prior to 1946, not 

greater than the taxpayer’s profits in the said year above 
the point at which the tax calculated for the said year under 
the first part of the second schedule to The Excess Profits 
Tax Act, 1940, was equal to the tax calculated for the said 
year under the second part of the second schedule to the 
said act 
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and that no such deduction be allowed in respect of the income for a 
taxation year commencing after 1946. 

30. That a corporation or joint stock company shall pay a tax 
at one-half the ordinary rate of income tax for corporations upon in- 
come derived on or after January 1, 1947, from the operation of a 
mine 

(a) that has come into production during the period commencing 

January 1, 1944, and ending December 31, 1949, and 
(b) that, in the case of a mine that has come into production 
before January 1, 1946, is a basic metal or strategic mineral 
mine and in the case of a mine that has come into production 
after January 1, 1946, is a metalliferous or industrial mineral 
mine, 
during the first three complete taxation years after the mine comes 
into production. 

31. That the deductions from tax allowed to a corporation whose 
principal business is the production, refining or marketing of petroleum 
or petroleum products in respect of drilling and exploration costs 
be extended to oil wells spudded in during the year 1947 and the 
deepening of oil wells which is commenced in 1947 but that in re- 
spect of such well the deductions be reduced from 26 2/3 per cent and 
40 per cent of the cost to 20 per cent and 30 per cent respectively. 

32. That the deduction from tax allowed to a corporation, associa- 
tion, syndicate or exploration partnership formed for the purpose of 
exploring and drilling for oil in respect of exploration and drilling 
expenses be extended to expenditures incurred during the year 1947 
but that in respect of expenditures in that year the deductions be 
reduced from 26 2/3 per cent to 20 per cent thereof. 

33. That the deduction from tax allowed to a corporation, asso- 
ciation, syndicate or exploration partnership formed for the purpose 
of exploring and drilling for natural gas be extended to expenses in- 
curred in the year 1947 but that in respect of such expenditures the 
deduction be reduced from 30 per cent to 22% per cent. 

34. That the deduction from tax allowed to a corporation, whose 
chief business is that of mining or exploration of minerals in respect 
of prospecting, exploration and development expenses incurred in 
searching for minerals be extended to expenses incurred in the year 
1947 but that in respect of the expenses incurred in that year the 
deduction be reduced from 26 2/3 per cent to 20 per cent. 

35. That the deduction from tax allowed to a corporation ,associa- 
tion, syndicate or exploration partnership whose principal business 
is production, refining, or marketing of petroleum or exploration or 
drilling for petroleum in respect of expenditures made in connection 
with a deep-test oil well, be extended to expenditures made in con- 
nection with deep-test oil wells spudded in during the year 1947. 

36. That no interest shall be payable on unpaid taxes upon incomes 
of the 1945 or a subsequent taxation year in respect of a period com- 
mencing twenty months after the day fixed for filing the return for 
the taxation year and ending one month after the sending of the notice 
of assessment. 

37. That the provision for payment of interest by corporations on 
the amount of taxes unpaid after payment of instalments of estimated 
tax commencing six months after the end of the taxation year be 
amended to require payment of interest on the said unpaid amount 
from the end of the taxation year. 

Excess Profits Tax Act 
Resolved, that it is expedient to amend The Excess Profits Tax Act, 


1940, and to provide: 
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1. That the provision for taxation of excess profits of every person 
residing or ordinary resident in Canada be amended to exclude there- 
from in respect of excess profits earned after December 31, 1946, 
persons other than corporations or joint stock companies and to re- 
duce the rate of tax on excess profits earned after December 31, 1946, 
from 30 per cent to 15 per cent. 


2. That with respect to profits earned after December 31, 1946, the 
provision for taxation of profits of every corporation or joint stock 
company be repealed. 


3. That for the 1947 and subsequent taxation years investment 
corporations that have outstanding bonds, debentures or other securi- 
ties evidencing funded indebtedness be exempt from excess profits tax. 


Dominion Succession Duty Act 


Resolved, that it is expedient to introduce a measure to amend 
the Dominion Succession Duty Act and to provide: 


1. That rates of tax upon or in respect of any succession upon 
the death of a person after December 31, 1946, shall be twice the rates 
presently in force and that the tax paid to the government of any 
province in respect of the same succession be allowed as a deduction 
from the tax payable under the Dominion Succession Duty Act up 
to but not exceeding one-half of the tax otherwise payable under the 
said act. 


Personals 
S. S. Feiner and D. Finestone, chartered accountants, 
formerly practising under the name of S. S. Feiner & Co., 
have now changed the name of their firm and are prac- 
tising as Feiner, Finestone & Co. 


Alfred Dudley Ward, C.A., who recently received the 
degree of Bachelor of Arts from the University of Delaware 
and was awarded a special prize for work in the field of 
American government, is now attached to the Department 
of Economics and Business Administration at the Univer- 
sity of Delaware. 

Harry A. Starr, C.A., announces the opening of an of- 
fice for the practice of his profession at 169 Yonge Street, 
suite 207, Toronto. 


P. S. Ross & Sons, chartered accountants, announce the 
opening of a branch office at Johnson Building, 94 Prince 
William Street, Saint John, New Brunswick. George 
Smith, C.A., who has been associated with the firm of P. S. 
Ross & Sons for many years, has been appointed resident 
manager at Saint John. 
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Calculation of Corporation Taxes 


Supplementing his article published in our May issue, 
Ralph E. Foster, Ottawa, sends the following revised cal- 
culation on corporation income tax and excess profits taxes 
based on the 1947 budget proposals. 


(15) 


(16) 


(17) 


(18) 


(16) 
(17) 


(18) 


Year 
1945 


1946 
1947 


1947 Taxation Year Proposals 
Total corporation rate 30% instead of overall 40% 
under combined income tax act and excess profits tax 
act = .30T. 
Add .15 (T— 1.16 2/3S) instead of .20 (T—1.16 
2/3S) as in 1946 for total combined I.T. and E.P.T. 
of .30T + .15 (T—1.16 2/3S) — .45T — .175S. 
Difference in amount of tax paid 1946 and 1947 is 
thus (.6T —.23 1/38) — (.45T —.175S) = .15T — 
.0583S. 
The net effect of increasing standard profits for 1947 
from S to S, now becomes (.45T —.175 8,) — (.45T 
— .175S) = —.175(S,—S). An increase in stand- 
ard profits of $1,000 thus returns a net to the com- 
pany of $175.00 against the $233.33 from a $1,000 
upward revision in 1946 and the $466.66 from a simi- 
lar revision in 1945. 


Summary 1947 Tax Year Proposals 

Combined taxes payable under income war tax act 
and excess profits tax act .45T — .175S. 

Difference in amount of tax paid 1946 and 1947 is 
(.6T — .23 1/38) — (.45T — .175S) =.15T — .05838. 
Net effect of increasing standard profits for 1947 
from S to S,= (.45T — .175S,) — (.45T —.175S) = 
—.175 (S,—S). 

Out of Total Taxable Income of T 


Government Receives Company Retains Net Reduction in 
(a) T—.7S (including (a) .7S (excluding re- Tax Paid over 


refundable portion) fundable portion) Previous Year 
(b) 8T—.46 2/3S Net (b) .2T+.46 2/3S Net Nil 

.6T—.23 1/38 4T+.23 1/38 .2T—.23 1/38 

A5T—.17 1/28 -55T+.17 1/28 -15T—.0583S 
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Current Accounting Literature 
By Frank S. Capon, C.A. 
Montreal, P.Q. 


__—_ the title of the paper by Mason Smith in the 
15th June N.A.C.A. Bulletin is “Industrial Accounting 
in a Competitive Economy”, the subject matter deals 
broadly with the main problems with which business 
finds itself faced, and also with the actions that accountants 
can take to aid in their solution. Business problems and 
relations opposite government, labour, the public, and in- 
ternational trade are discussed, leading up to a review of 
the technique and studies to be undertaken by industrial 
accountants to aid management in their solution. 
Construction Accounting 

To most of us construction seems a specialized subject 
with which we are not primarily concerned, but we must 
remember that it is probable that the construction in- 
dustry will have a greater volume of business than 
any other industry in the next few years. In his article 
also in the above bulletin, R. M. Abagnate summarized the 
basic accounting requirements of the construction indus- 
try, including equipment asset and operating records, job 
cost records, and contract ledgers, and also covers the 
bases for profit determination, accounts receivable, inven- 
tories deposits, and fixed assets. The profit determination 
section is probably the most important and in this connec- 
tion the author attributes the high rate of business mor- 
tality in the construction industry at least in part to the 
lack of adequate accounting and cost records in the past. 
Sound estimating and forecasting are not much more im- 
portant to the industry than proper cost control and re- 
cording, and it seems inevitable that the author’s recom- 
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mendations would result in increased efficiency and sta- 
bility in the construction industry. 
Accounting Principles 

F. R. M. de Paula, the outstanding progressive member 
of the U.K. Institute, recently delivered an excellent talk 
on accounting principles, which is condensed in the June 
issue of “Accountancy”. Dealing mainly with the prin- 
ciples of disclosure in accounts, Mr. de Paula states that 
few if any of the companies that have adopted the modern 
form of informative statements have suffered any of the 
disadvantages that are anticipated by those which adhere 
to the older forms. In stressing the dangers of presenting 
misleading, if technically accurate statements, Mr. de Paula 
points out that in the Royal Mail Steam Packet case the 
“accounts were not wrong as regards the figures but the 
whole trouble arose from the form in which they were 
presented”. 

Forensic Accounting 

According to Maurice E. Peloubet in an article in the 
June Journal of Accountancy the main basic developments 
in accounting in recent years have been in the field of 
“forensic” accounting — the interpretation of accounting 
principles and entries as expert witnesses, interpreters, or 
impartial arbitrators. Until a few years ago, the activi- 
ties of accountants in this field were limited chiefly to du- 
ties as witnesses in court, but with the tremendous growth 
in government tribunals, regulatory boards and other 
bodies the new duties of professional accountants as in- 
terpreters and arbitrators on financial matters have as- 
sumed paramount importance. As Mr. Peloubet points 
out, it is most unlikely that these government control or 
regulatory bodies will fade quickly out of existence regard- 
less of pious hopes to the contrary, and accountants will 
almost certainly find their duties in this special field as 
onerous in future as they have been during the war years. 

Financing to Provide Working Capital 

Requirements for short term working capital financing 
may be heavy in the coming months as industry achieves 
volume production of civilian goods, and methods of fi- 
nancing inventories and customers’ accounts are outlined 
in an article by R. L. Gordon in the June issue of the Jour- 
nal of Accountancy. Maximum use has never been made of 
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these types of financing and professional accountants have 
a duty to clients to give advice on such matters when ad- 
ditional financing by the client is obviously necessary. 


Preparation of Fund Statements 

An article by W. J. Vatter in the June issue of the 
Journal of Accountancy outlines a direct method for the 
preparation of statements of source and application of 
funds together with explanatory schedules and statements. 
The author claims that most of such statements prepared at 
present are too complicated and are of limited value in- 
asmuch as they deal with changes in cash rather than in the 
total current equity. Since the cash balance at any given 
time may be large or small depending on the amount that 
happens to be temporarily invested in short term invest- 
ments, or may vary widely with seasonal fluctuations in in- 
ventories or customers’ accounts, it seems that this criti- 
cism is justified. In the U.S. there has been an increasing 
trend towards presenting balance sheets to shareholders in 
the form of statements of source and application of funds, 
and the public response has been gratifying to management. 


Long Term Forecasting 

“No matter how well and how elaborately dressed up, 
forecasting will still be guessing”. Although he closes with 
this warning, F. D. Newbury makes an excellent case for 
the importance of long term industrial forecasts in his 
article “Forecasting Production” in the June issue of The 
Controller. Of particular interest is the section discussing 
the need for taking into account both short term and long 
term business cycles, and also the long term _§ industrial 
trend. Another major point made by the author is the de- 
sirability of tying in forecasts with national business in- 
dices (such as the D.B.S. index of physical volume of pro- 
duction). While forecasts are essentially guesses, based 
on certain historical data and trends they provide a well- 
reasoned course on which businessmen can plan their ac- 
tions, and this foresight is essential as most business de- 
cisions that are not purely routine must be planned long 
ahead of the date of execution. While the knowledge and 
experience of experts in production and sales are essential 
factors on a successful forecast system, it is the financial, 
statistical, and clerical ability of the accountant that 
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evaluates the finished forecast and puts it into shape for 
management. 


Cost Reduction Through Cost Control 


Following a period when production was the sole cri- 
terion of success, and many years’ development of the 
science of cost control were tossed overboard, we are now 
faced with the necessity for regaining efficiency and re- 
ducing costs in order to restore and improve our pre-war 
standards of living. In discussing this problem in the 
June issue of The Controller, H. P. Nelligan stresses the 
need for obtaining agreement of executive management and 
supervision to the cost control policies, and above all points 
out the importance of explaining the need for cost reduc- 
tion to the mass of individual workers. The war period 
was long enough for our workers to lose any incentive 
to or understanding of cost control and the necessary 
change will not be made overnight. 

Budgeting 

One of the most outstanding articles on budgeting in 
recent months is that by H. T. McAuly in the June issue of 
The Controller. Amply illustrated with flow charts, tabula- 
tions and similar data, the article stresses the value 
of budgeting the key figures of sales, costs, expenses, profit 
and so forth in terms of varying production or demand. A 
special point is made in respect of forecasting both in terms 
of income and in terms of cash, as the figures are required 
not only for purposes of dividend policy which must be 
based on profits, but also for capital financing and invest- 
ment policy purposes, in which cash is the predominant 
factor. 

Public Accounting Legislation 

In view of the recent action by the Quebec Government 
in closing the profession in the Province, legislation affect- 
ing the practice of accounting is of current interest in Can- 
ada. The proposed bill to regulate the profession in Great 
Britain is reprinted in the lst June issue of The Account- 
ant. The British bill is aimed more at co-ordination of the 
various accounting bodies than the elimination of the in- 
dependent accounting organizations. 
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THE CHARTERED ACCOUNTANTS’ CLUB OF OTTAWA 
Reported by M. A. Honeywell, C.A. 


The Chartered Accountants’ Club of Ottawa held its 
annual meeting and golf tournament at the Rivermead Golf 
Club on Thursday, June 20th, 1946. Despite the threaten- 
ing weather approximately 50 golfers took part in the tour- 
nament and at the dinner which followed there were about 
70 present. The highlight of the golf tournament was a 
hole in one by R. L. Boyce. 

Golf prizes were won by the following: 

Class A: Low gross, Ist, A. S. Merrikin; 2nd, J. B. 
Kearney. Low net, C. E. Grundy. Class B: Low Gross, Ist, 
R. E. Saunders; 2nd, C. G. Rounding. Low net, A. C. Mad- 
gett. Hidden holes, R. L. Boyce, J. Hopkinson. 

The President’s Cup for lowest net team was won by 
B. A. Armstrong and R. L. Boyce. 

Mr. C. F. Elderkin, president of The Dominion Associa- 
tion of Chartered Accountants, the speaker of the evening, 
was introduced by B. A. Armstrong. Mr. Elderkin gave an 
interesting account of the meeting of the American Insti- 
tute of Accountants which he attended in Chicago. He also 
discussed at some length the new legislation introduced in 
the Province of Quebec concerning accountants, tracing the 
history of this bill and outlining some of the problems in- 
volved. In closing Mr. Elderkin extended a cordial invita- 
tion to attend the annual meeting of the Dominion Associa- 
tion being held this year in Montreal on September 9th to 
12th. The speaker was thanked by A. S. Merrikin. 

The year’s activities of the club were briefly reviewed 
by the retiring president, J. F. Harmer. He announced that ~ 
there were 120 paid-up members of the club. Mr. M. I. 
Stevenson presented the treasurer’s report. 

The results of the election of officers for 1946 were as 
follows: Past president, J. F. Harmer; president, H. A. 
Black; vice-president, F. B. Campbell; Secretary, W. G. 
Joynt; treasurer, H. M. Matheson; speakers, J. S. Ross; 
Publicity, W. P. Deeth; membership, J. J. Duff; entertain- 
ment, L. E. Lugsdin. 
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Provincial News 


Alberta 

The thirty-sixth annual meeting of The Institute of 
Chartered Accountants of Alberta was held on Saturday 
afternoon, the 22nd of June. Preceding the meeting there 
was a luncheon in the Macdonald Hotel at which G. M. 
Blackstock, K.C., chairman of the Board of Public Utility 
Commissioners of Alberta, was guest speaker. E. C. Man- 
ning, Premier of Alberta, presented membership certificates 
to the following successful candidates in the recent exam- 
inations: George C. Berge, Charles H. Douglas, John H. 
Phillips and William K. Tanner of Edmonton, Arnold V. 
Johnston and James C. Miller of Calgary, and John A. 
Williams of Lethbridge. 

The following were elected members of the Institute 
council for the ensuing year: J. G. Duncan, R. W. Hamilton, 
C. K. Huckvale, M. C. McCannel and W. G. Skinner of 
Edmonton, and W. H. Bailey, L. J. Munn, W. F. Reid and 
J.S. Simpson of Calgary. Mr. Hamilton was named presi- 
dent, Messrs. Munn and Duncan vice-presidents, and Mr. 
McCannel secretary-treasurer. 

Manitoba 

The members of The Institute of Chartered Account- 
ants of Manitoba held their sixtieth annual meeting at the 
Fort Garry Hotel, on Wednesday, 26th June, when the 
annual report of the Council on the work of the past year 
and the accounts were submitted. 

Members elected to serve on the Council for the two- 
year term ending May 1948 are: J. W. Abbott, Alexander 
Gray, Frank L. Green, J. Gray Mundie, John Parton, Daniel 
Sprague and William Young. At a meeting of the Council 
following the annual meeting the following officers were 
elected: President, Carleton Lynde; vice-president, Alexan- 
der Gray; secretary-treasurer, R. A. Roberts. 

At the close of the meeting the members adjourned for 
luncheon when Dr. W. J. Spence, an honorary member of 
the Institute, presented prizes and medals to the successful 
candidates at the recent examinations. 

As the occasion marked the 60th anniversary of The 
Institute of Chartered Accountants of Manitoba, a dinner 
and dance was held at the Fort Garry Hotel in the even- 
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ing at which the following distinguished guests were pres- 
ent: His Honour the Lieutenant Governor and Mrs. R. F. 
McWilliams, the Honourable J. S. McDiarmid and Mrs. Mc- 
Diarmid, Dr. Trueman, president of The University of 
Manitoba, Mr. H. S. Scarth, vice-president of the Canadian 
Bar Association and Mrs. Scarth, Mr. W. P. Fillmore, pre- 
sident of the Law Society of Manitoba and Mrs. Fillmore 
and Alderman Simonite and Mrs. Simonite. 


New Brunswick 

At the annual meeting of the New Brunswick Institute 
of Chartered Accountants, held on June 24, 1946, the fol- 
lowing officers were elected for the fiscal year 1946-47: 
President, David Reevey; vice-president, W. J. B. Gentle- 
man; secretary-treasurer, G. A. Oulton; additional mem- 
bers of council, C. W. Campbell, H. L. McMackin, A. G. 
Burnham; representatives on the council of The Dominion 
Association of Chartered Accountants, David Reevey, G. A. 
Oulton; representative on the Dominion Association maga- 
zine and publications committee, C. W. Campbell; repre- 
sentative on the Dominion Association committee on educa- 
tion and examinations, T. J. Hammett; auditor, R. E. Cox. 

At the meeting considerable discussion was held on the 
problems of student training and education and plans were 
formulated for acquiring a library for the use of students 
and members. 


Nova Scotia 

The annual meeting of the Institute of Chartered Ac- 
countants of Nova Scotia was held in the Lord Nelson Hotel 
on Tuesday, June 25th. The reports of the various commit- 
tee chairmen were presented and approved. 

A. I. Barrow was elected president, and E. M. Davison 
was elected vice-president. The following were elected to 
Council for the ensuing year: D. F. Archibald, A. M. Butler, 
G. E. Hayman, T. Harold Johnson, G. L. MacKinnon, G. E. 
Martin, W. A. Morrell, H. A. Renouf, W. Wood. 

Delegates chosen to attend the annual meeting of The 
Dominion Association of Chartered Accountants to be held 
in Montreal, September 10th to 12th, were A. I. Barrow 
and H. A. Renouf. 

The business meeting was preceded by a dinner which 
was well attended. 
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Prince Edward Island 

The annual meeting of the Institute of Chartered Ac- 
countants of Prince Edward Island was held in Charlotte- 
town on June 17th, following a dinner given at the Char- 
lottetown Hotel by the retiring president, T. Earle Hickey. 
Highlight of the meeting was the awarding of this Insti- 
tute’s first Fellowship to William E. Massey, for conspicu- 
ous service to the Institute since its formation, and to the 
profession as a whole. Mr. Massey served as Squadron 
Leader in the R.C.A.F., and is now Provincial Auditor. 

The reports of the Council and Secretary-Treasurer 
showed an active year for the Institute. Officers elected 
for the coming year are: Neil W. Higgins, president; Bren- 
ick M. Sears, vice-president; Randolph W. Manning, secre- 
tary-treasurer. Council members: The officers and T. E. 
Hickey, W. A. Morrell, W. E. Massey, H. E. Crowell, W. 
J. B. Gentleman. 

Mr. W. A. Morrell was nominated by this Institute to 
be the First Regional Representative of the Dominion Asso- 
ciation. He and the president are the Dominion Council 
members. 


Letter To The Editor 
BRIEF TO SENATE COMMITTEE 
Dear Sir: 

From comments heard locally among members of the 
profession, the Brief to the Senate Committee concerning 
the provisions and workings of the Income War Tax Act 
and the Excess Profits Tax Act, 1940 submitted by the Do- 
minion Association of Chartered Accountants particularly 
deserves a word of sincere appreciation and thanks from 
all members, to those whose names cannot properly be 
mentioned but who voluntarily laboured so well and earn- 
estly. 

Both in tone and substance, the Brief indicates that high 
sense of public responsibility wherein lies so much hope for 
the future. 

Yours sincerely, 
B. A. Armstrong, C.A., 
July 4, 1946. Ottawa, Ontario. 
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Obituaries 


The Late Charles Felix Gabriel 

The Institute of Chartered Accountants of Manitoba 
announces with regret the death on May 31, 1946, of Charles 
Felix Gabriel, Suite 6, Crescent Court, Winnipeg, Manitoba, 
at the age of eighty-one years. Mr. Gabriel was a member 
of the Institute for thirty years, having been admitted in 
1916. He was associated with the firm of Ronald, Griggs 
for twenty-eight years. 

His professional ability won him the respect of all who 
came into business contact with him, while his unfailing 
kindliness and courtesy and his willingness to help the stu- 
dents-in-accounts who worked with him, won the affection- 
ate regard of those who had the privilege of so knowing 
him. 

He is survived by his wife Barbara Gabriel and son F. 
E. Gabriel, C.A., to whom the Institute extends its sincere 


sympathy. 


The Late Sydney E. Hoover 

The Institute of Chartered Accountants of Manitoba 
regrets to announce the death of Sidney E. Hoover. 

The late Mr. Hoover was admitted to membership in the 
Institute of Chartered Accountants of Manitoba in 1922. 
He was associated with Price, Waterhouse & Company and 
was transferred by them to San Francisco in 1921. Later 
he became a resident partner of the firm in that city. 

To his widow and members of his family the Institute 
extends its sincere sympathy. 


The Late Joseph Young 

The Institute of Chartered Accountants of Manitoba 
announces with regret the death of Joseph Young who died 
at Winnipeg, Manitoba, on June 22, 1946. 

The late Mr. Young came to Winnipeg in 1907 and was 
admitted to membership in the Institute of Chartered Ac- 
countants of Manitoba in 1910. 

To his widow and members of his family the Institute 
extends its sincere sympathy. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., EDITOR 


NOTES AND COMMENT 

It is commonly supposed that professional coaches make 
a careful analysis of the frequency with which certain types 
of questions occur on examination papers and concentrate 
their instruction on the topics of greatest frequency—to the 
advantage of their students and themselves. While we 
doubt the usefulness of this technique we confess to a sort 
of superstitious interest in it and so propose to share with 
our readers some of the results of an analysis of intermedi- 
ate and final accounting questions treated, over the last 
fifteen years, in this section of the magazine. Not all 
questions appearing on the papers have been so treated but 
the majority of omissions have related to questions of 
theory whose answers were directly obtainable from the 
text books. Only twenty-one topics formed the subject 
matter of questions more than three times over the period 
studied, and of these none other approached the problem of 
the consolidated statements of a holding company with its 
twenty-six appearances. There were fourteen questions in- 
volving the preparation of general operating statements and 
balance sheets, twelve questions on each of municipal ac- 
counting, executorship accounting and application of funds, 
eleven on branch accounts and process costs, ten on budget- 
ary procedures and accounts, nine each on job costs and fire 
loss adjustments, eight each on the admission of a new 
partner, the dissolution of partnership, and corporate bank- 
ruptcy. A score of six was registered by each of company 
liquidations, company mergers and single entry. Thereafter 
the field trails, with a large number of topics receiving few 
notices or only a single one and (as it seems to us) a con- 
siderable number of worthy topics receiving no mention at 
all. Perhaps the most striking feature of the analysis, hav- 
ing in mind the great depression of the thirties and its 
effects on corporate structure, was the revelation that only 
three questions over the whole period related to corporate 
reorganizations. Perhaps this topic so fascinating to all but 
its victims, was shunned by examiners during the depression 
period lest they be charged with morbidity and during the 
period of recovery lest they be charged with stating ques- 
tions of doubtful practical value. 
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We conclude by advising those of our readers who have 
still got examinations ahead of them not to guide their 
course by this analysis. It is always possible that it will 
be read and digested by some of the men who will be setting 
the next papers. 

ES * * 

We particularly commend to our readers a bulletin issued 
by the N.A.C.A. on May 15 last entitled “The Uses and 
Classifications of Costs” (Vol. XXVII No. 18, Research 
Series No. 7). This is an attempt to outline and delimit 
the various problems calling for research in the compilation 
of cost figures and the uses of cost figures. An editorial 
note explains that it was at first contemplated having two 
of these preliminary papers, one on the uses of cost, and 
one on the classifications of cost or cost behaviour, but that 
early efforts to write two papers made it clear that the two 
aspects of the subject were so interwoven that they were 
warp and weft of the same fabric. The bulletin does not 
take a position in current cost accounting controversies be- 
yond the basic position that the best cost accounting is the 
most useful cost accounting, and that the most useful pro- 
cedures for one purpose may not be the most useful for 
another purpose. We think this basic stand is one which 
might equally well be taken in financial accounting and that 
if it were so taken the areas of controversy between one 
group of accountants and another or between accountants 
as a group and, say economists as a group would be not 
only defined but also reduced. 

* * * 


PUZZLE 

Five friends formed themselves into a wine company 
and each contributed an equal number of bottles of wine, 
which had all been bought at the same price. One was 
elected treasurer and another appointed salesman to sell the 
wine at ten per centum (10%) over cost price. 

The first day the salesman drank one bottle, sold some 
and handed over the receipts to the treasurer. 

The second day he drank none, but pocketed the profits 
on one bottle sold and handed over the rest of the receipts 
to the treasurer. 

That night the treasurer visited the cellars and counted 
the remaining wine. “It will fetch just $66.00”, he mut- 
tered to himself as he left the cellars. 
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The third day the salesman drank one bottle, pocketed 
the profits on another and handed over the rest of the re- 
ceipts to the treasurer. 

The wine was now all gone; the company held a meeting 
and found to their chagrin that their profits (i.e., the treas- 
urer’s receipts, less the original value of the wine) only 
cleared fifteen cents per bottle of the whole stock. These 
profits had accrued in three equal sums on the three days 
(i.e., the treasurer’s receipts for the day, less the original 
value of the wine taken out during the day, had come to the 
same amount every time) ; but of course only the salesman 
knew this. 

How much wine had they contributed and at what price 
per bottle? 


* * * 


SOLUTION TO LAST MONTH’S PUZZLE 


The passenger, in the course of his journey from A to 
B, will meet and pass nine trains coming from B. 


STUDENTS’ ASSOCIATION NEWS 
Ontario 

The newly reorganized Chartered Accountants Students’ 
Association of Ontario have elected the following execu- 
tive and council for the year 1946-7: President, K. Ball, 
C.A.; vice-president, J. G. Kingsmill; secretary, J. M. Grif- 
fith; treasurer, A. Farrell. Council, R. G. Aston, G. B. 
Donaldson, C.A., F. A. Matthews, A. A. McMichael, C. H. 
Tod and A. G. Watson. 

At their initial meeting on July 4th, several committees 
were appointed including those to draw up by-laws, for 
budget and finance, for program and for membership. 

The program committee is already at work and has pro- 
posed plans covering study groups, dinner meetings, golf 
and tennis tournaments and various other activities by 
which it is hoped that further interest in their own organ- 
ization will be stimulated among the students. The pro- 
gram committee would appreciate constructive ideas along 
these lines and correspondence from students, addressed 
to G. B. Donaldson, C.A., care of the Institute office, 10 
Adelaide St. East, would be welcomed. 

At that opening meeting the new council also received 
the report from the softball league committee which had 
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operated under the authority of an interim committee in 

charge of re-organizing the Students’ Association. Group 

standings up to July 30th were announced as follows: 
GROUP 1 — FINAL STANDING 


Team Played Won Lost P.C. 
BG See W iW bows Wed deans 4 4 0 1.000 
ee ae > nr 4 3 1 -750 
Crepe, Seoemen BCG. oc l es sseuecinss 4 2 2 -500 
area. © See: GO iss. ois ce ees 4 1 3 .250 
Glendinning, Jarrett, Gray & Roberts .... 4 0 4 000 

GROUP 2—1 GAME TO BE PLAYED 

Team Played Won Lost P.C. 
Guararie, Rashkis. & Co. ................ 3 3 0 1.000 
Diy BORN EO, bie scree ee diced cases ce 4 3 £ -750 
STOR PASS TMSSNS & Co... 2. i seeisscese 3 2 1 -666 
acta I UE OB bc suis Scobie ease ie vex 4 z 3 -250 
MeDonald, Currie & CO. c.cccccccccccses 4 0 4 .000 

GROUP 3—FINAL STANDING 

Team Played Won Lost Px. 
Rutherford Williamson & Co.. ............ 3 3 0 1.000 
George A. Touche & Co. .....6...csceceee 3 2 1 -666 
Neff, Robertson & Co.—P. S. Ross & Sons .. 3 1 2 333 
Thorne, Mulholland, Howson & McPhersen 3 0 3 .000 


The play-offs to decide the winner of the institute 
trophy will be held during the last week in August and the 
first week in September. 

Quebec 

The Chartered Accountants Students’ Society of the 
Province of Quebec held its annual field day on June 14th 
at the Mount Royal Golf Club, activities being tennis and 
golf. The participants, numbering approximately 80 for 
golf and 25 for tennis, enjoyed good weather and good 
sportsmanship and rounded out a pleasant day with a buffet 
supper held at the club, attended by the participants and 
an additional 20 members. The prize winners were as 
follows: 

Golf: The Dunton cup—men’s low gross—won by 
John Wormington. Second prize—men’s second low gross 
—won by Hugh Church. Consolation prize—men’s high 
gross—won by Guy Perrault. Ladies’ low gross—Diana 
White. Ladies’ consolation—Audrey Atkinson. 

Tennis: Round Robin winners—Miss Dorothy Tilley, 
Messrs. Allen Perrier, Maurice May and Cyril Shatsky. 

It is hoped that for the coming year the executive body 
will plan an event equally as successful as this one and 
which will possibly embody more activities. 
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PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
FINAL EXAMINATION, DECEMBER 1945 
Accounting II, Question 1 (35 marks) 

Strengtho Limited manufactures a patent breakfast food which 
it puts up in packages of two sizes—1 lb. and 2 lb. The cereal is 
made from two types of grain (called A and B for this purpose). 
There are two operations: (a) Processing and blending, and (b) 
packaging. The grains are purchased by the bushel measure, a bushel 
of A containing 70 lbs. and of B about 80 lbs. Three bushels of grain 
in the proportions of two parts of A to one of B produce 198 lbs. of 
the finished product; the loss all occurs in the processing and blending 
department. 

All accounts affecting cost of manufacture are kept in a separate 
cost ledger and the following is the trial balance of that ledger as 
at 3lst December. F 

DR. Cr. 
Inventory—Iist January 
Raw material—grain A—15,000 bushels $ 18,000 
s “«  B— 5,000 © 5,000 


In process (processing dept.) — 160,000 lbs. 
blended material 18,000 
Finished goods—10,000 1 lb. packets 3,000 
10,000 2 Ib. - 4,000 
Packages—1 Ib. 2,000 
= SD Ein tod ndak'n aed nmenie whe d aeeaere 3,000 


Purchases 
Grain—A 35,000 bushels 49,000 
“ —B 15,500 * 18,000 
Packages—1 Ib. 73,000 
a SN Ss So se Gg si gis gp aaa ose 102,000 
Manufacturing supplies — processing and 
blending 12,000 
Direct labour—processing and blending 210,000 
—packaging—1 Ib. 55,000 
a ee —2 Ib. 65,000 
Manufacturing expense 
Indirect labour 63,000 
Power, fuel and light 24,000 
Repair and maintenance 6,000 
Insurance and taxes 12,000 
Depreciation—buildings 3,000 
—plant and equipment 12,000 
Miscellaneous factory expense 5,000 
Workmen’s compensation on 4,000 
Employees’ welfare 
Sales of by-products—420,000 lbs. ............ $ 7,000 
General ledger control 762,000 


$ 769,000 $ 769,000 
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The trial balance of the general ledger as at the same date is as 
follows: 
DR. Cr. 


$ 120,000 


Accounts receivable 120,000 
Land 40,000 
Buildings 60,000 
Plant and equipment 120,000 
Reserve for depreciation—buildings $ 25,000 
—plant and equipment 50,000 
Accounts payable 25,000 
Capital stock 200,000 
Surplus—lst January 50,600 
Sales—1 1b.—1,250,000 packets 400,000 
“ —2 1lb.—1,280,000 = 741,400 
Cost ledger control 762,000 
Selling expense 114,000 
Delivery expense 48,000 
Administrative expense 48,000 
Advertising 60,000 


$1,492,000 $1,492,000 


Inventories at the close of the period were: 
Raw material—grain A 10,000 bushels @ $1.20 12,000 
— “ B 3,000 ~ @ 1.00 3,000 
In process—processing department, 160,000 Ibs. .......... 14,000 
Finished goods—nil 
Packages—1 Ib. 3,200 
ag Rn PS hs ute er tea torent evo dahon a a he etal as ca & Wisse 4 Shana 5,500 
“Overhead” is to be apportioned between (a) processing and blend- 
ing, and (b) packaging, on the basis of direct labour. 
Provision for income and excess profits taxes may be estimated at 
$60,000 and the refundable portion ignored. 
(a) Manufacturing account, showing 
(i) The cost of the material processed and blended. 
(ii) The final cost of each size of package. 
(b) Trading and profit and loss accounts. 
(c) Balance sheet at 31st December. 
SUGGESTED SOLUTION 
RAW MATERIAL—GRAIN A 
BU. LBS. $ BU. LBS. $ 
Inventory Inventory 
Jan. 1.. 15,000 1,050,000 18,000 Dec. 31 10,000 700,000 12,000 
To Pro- 
Purchased 35,000 2,450,000 49,000 duction 40,000 2,800,000 55,000 
50,000 3,500,000 $67,000 50,000 3,500,000 $67,000 
RAW MATERIAL—GRAIN B 
Inventory Inventory 
Jan. 1.. 5,000 400,000 5,000 Dec. 31 3,000 240,000 3,000 
To Pro- 
Purchased 15,500 1,240,000 18,000 duction 17,500 1,400,000 20,000 
20,500 1,640,000 $23,000 20,500 1,640,000 $23,000 
PROCESSING AND BLENDING 
Lbs. Value 
In process—1st, January 160,000 $ 18,000 
Grain A put into production 2,800,000 55,000 











THE CANADIAN CHARTERED ACCOUNTANT 





Grain B put into production: ........06cscscees 1,400,000 20,000 
EE I SR Sa SE Lic case wie Rs gid Seo R 210,000 
DIGWUEACUITINS GRDDINOS onc a conc ccwcceccsnceces 12,000 
RN SII ors pe wc Srah le bidion eis ode wince 84,000 
4,360,000 399,000 
Less: In process—3lst December .............. 160,000 14,000 
4,200,000 385,000 
Dis: Galen Of Dy arOdUCtS 6 6s Scie ice sacisess 420,000 7,000 
HE BOOS 6 os oo dae neds dew cevacwmenecee 3,780,000 $ 378,000 
Sey NEE) SUNOS 5 soos orn bik iki otis oie ws Wie elo Sloe te 1,240,000 $ 124,000 
SD IIE 66 5 6k S.vons 555054 0seseeabeweres 2,540,000 $ 254,000 
PACKAGING 

Small Packets Large Packets 
Value Value 

Material processed and lbs. Ibs. 
Ree 1,240,000 $ 124,000 2,540,000 $ 254,000 
BOC TADOUT oki ccsces 55,000 65,000 
PUES o5i55550 46500054 71,800 99,500 
SSUUNOMNL oh au dess vane es 22,000 26,000 
Cost of production ....... $ 272,800 $ 444,500 

Number of packages pro- 

DE, ise oicc Sus eaw as 1,240,000 1,270,000 
Cost per package ......... 22¢ 35c 
OVERHEAD EXPENSE 

Indirect labour ....... $ 63,000 To Processing & Blend- 
Power, fuel and light... 24,000 ing 210,000/330,000...$ 84,000 
Repairs and mainten- To Packaging 
eee = hct CG cu siunewswe 6,000 120,000/330,000 ...... $ 48,000 
Insurance and taxes .. 12,000 
Depreciation .......... 15,000 
Miscellaneous factory 
PDD. osc sceK sees 5,000 
Workmens’ compensa- 
Ai cancsebewascees 4,000 
Employees’ welfare ... 3,000 
$ 132,000 $ 132,000 
TRADING ACCOUNT 
Small Packets Large Packets 
Quantity Value Quantity Value 
er 1,250,000 $ 400,000 1,280,000 $ 741,400 
Cost of Sales =: 
Inventory ist January 
Finished Goods . 3,000 4,000 
Cost of 
Production .... 272,800 275,800 444,500 448,500 
GROSS PROFIT .. 124,200 292,900 
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124,200 
TOTAL GROSS PROFIT 417,100 
Less— 
Selling expense.. 114,000 
Delivery expense. 48,000 
Advertising ..... 60,000 
Administrative 
expense ....... 48,000 270,000 
Net profit before provision for taxes 147,100 
Provision for income and excess 
PS CRD: oii ii6 i056 es6a'eo0s 60,000 
To Surplus account .............. 87,100 
Previous balance at credit of 
| in 50,600 
Balance at credit 3lst December.... $ 137,700 
BALANCE SHEET 
3lst DECEMBER 
IN gdh eiatireve $120,000 Accounts payable ....... $ 25,000 
Accounts Provision for Income and 
receivable ... 120,000 Excess Profits taxes .. 60,000 
Inventories Capital StW0CK .....056 ccc 200,000 
Raw materials 15,000 SMMMNRT crce oles a ristctecies 137,700 


In process .. 14,000 
Packages, etc. 8,700 $277,700 


TAD. vcs iveees 40,000 
Buildings ..... 60,000 
Less: Reserve . 25,000 35,000 


Plant and 
equipment ... 120,000 
Less: Reserve . 50,000 70,000 


$ 422,700 $422,700 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1945 
Accounting II, Question 2 (25 marks) 
(As far as possible, this question will be marked independently of 
the candidate’s answer to question No. 1) 

The directors of Strengtho Limited, whose affairs are dealt with 
in the previous question, request you to prepare estimated figures for 
the period 1st January to 30th June. In addition to the information 
already available, the following data are supplied to you: 

1. Production and sales are expected to continue steadily at 100,- 


000 packages of 1 Ib. each and 125,000 of 2 lbs. each per month through- 
out the six months. Selling prices for the period are 25c for the 
small packets and 50c for the large. 

2. Purchases of grain in bushels on a C.O.D. basis have been 
arranged for delivery as follows: 
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A B 
MORRO bs ccako ss 5,000 @ $1.30 2,000 @ $1.20 
Pebruary......... 2,000 @ 1.40 1,000 @ 1.20 
aS ae Nil 3,000 @ 1.25 
= Sede 8,000 @ 1.50 3,000 @ 1.00 
cp elk: Bis We 3,000 @ 1.50 Nil 
ee ree 4,000 @ 1.60 4,000 @ 1.00 


Raw material is charged into production on “first-in first-out” 
basis. 

3. It is anticipated that in April, additional land will be acquired, 
to cost $15,000 and that in June, building extensions will require ex- 
penditures of $15,000. 

4. The liability to income and excess profits taxes as at 31st 
December in the amount of $60,000 is to be diseharged by six equal 
monthly instalments. 

5. Collections are made as to 50% in the month following saies 
and 50% in the month after that. For example, sales of say, $50,000 
in January would be collected as to $25,000 in February and $25,000 
in March. Bad debts are negligible and may be ignored. 

6. Acounts receivable at 31st December of $120,000 are made up: 


hp IRON WU ais, 6. beans arsiens-os 65 ss wlenne $45,000 
ee eer 75,000 
7. Packages are expected to be purchased for delivery as follows: 
UE Sg Aig on Cae eek Lo visr ad anaincl Sig aA aie S isin Bias $23,000 
PE ck eS hawk G keiisies ss sok wk eke we bate hed aa oe 27,000 
NERY cerns eile Sink cit EG wee Sie bas DER eAAT SR eE ee 25,000 
RN ee ee alk ee Oh el oN sige aes el Me Sp era lily 18,000 


Payment is to be made the month following delivery. 

8. It may be assumed that all manufacturing expenses, including 
direct and indirect labour, are paid in the month in which they are 
incurred and that in dollars they will be of substantially the same 
amount as the previous year. 

9. Selling and administrative expenses are not expected to vary 
in total dollars from the average monthly expenditures in the previous 
year and it may be assumed that they are paid as incurred. 

10. Accounts payable at 3lst December will be paid in January. 

11. Depreciation on buildings is to be provided for at 5% per 
annum and on plant and equipment at 10% per annum. 

12. Cash from sales of by-products may be estimated at $500 
monthly. ‘ 


Required: 
(a) Forecast of operating results as a whole for the period of 


six months January to June, i.e., not month by month and not for 
each size of package. 
(b) Monthly cash budget for the period. 
(c) Pro forma balance sheet as at 30th June. 
SUGGESTED SOLUTION 
RAW MATERIAL PURCHASES 


GRAIN A GRAIN B TOTAL 
Bu. $ Bu. $ Bu. $ 
Jauwary ...... 5,000 6,500 2,000 2,400 7,000 8,900 
February ..... 2,000 2,800 1,000 1,200 3,000 4,000 
March ...... ae -— 3,000 3,750 3,000 3,750 
ieee. “Lee sc$ 8,000 12,000 3,000 3,000 11,000 15,000 
«ses sasne 3,000 4,500 — ao 3,000 4,500 


114 


Seana 





STUDENTS’ DEPARTMENT 





SUMO icscscee 4,000 6,400 4,000 4,000 8,000 10,400 


22,000 32,200 13,000 14,350 35,000 46,550 


SALES AND ACCOUNTS RECEIVABLE 

















Month 1 Ib. 2 1b. Total Cash 
From previous year .... $ 120,000 
Sew cs NON $ 25,000 $ 62,500 87,500 $ 82,500 
WOOTEEEY ic cceieesas 25,000 62,500 87,500 81,250 
a eee 25,000 62,500 87,500 87,500 
MR a ig Sac cea 4 25,000 62,500 87,500 87,500 
BE. eee tee ceria ec ee 25,000 62,500 87,500 87,500 
MEE? «data at oo utes. % 25,000 62,500 87,500 87,500 
$ 150,000 $ 375,000 $ 645,000 $ 513,750 
MOD. abd eke edomeas x 131,250 
$ 645,000 $ 645,000 
PACKAGES 
Inventory—ist January..$ 8,700 Estimated Consumption 
Purchases 50% of previous year 
I bic. 6 ote awe em ees 23,000 cna w ia Winnie wie te % $ 85,000 
a 27,000 Estimated inventory 
EE 56 5d-5 ace ee Roane oe 25,000 BO KEM Sk bbe ceases 16,700 
TE. ea eecacac he seaes 18,000 
$101,700 $101,700 


Note: One might calculate the unit cost of packages from the figures 
in question 1, and arrive at a consumption by applying such unit to the 
estimated production. Such a procedure would, strictly speaking, be 
more correct than a mere estimate as made above. 


ESTIMATED RAW MATERIAL PUT INTO PRODUCTION 


Ibs. 
Production of 100,000 packages of 1 Ib. each .............. 100,000 
Production of 125,000 packages of 2 lbs. each .............. 250,000 
RS I oss bi RWW oo So eles 5 cae SRS k bw ERS a REE 350,000 
Re Ee er INE 6 62 aie dhe wide ce Seth Sek Vea eee wee 2,100,000 
Re RUINS Gress aah isis RU a bis wile nle ep gelewiAes wee 1,400,000 
ME eo oS cine a kc cee RE Sw RGR MS eS eae 700,000 

Requirements in bushels: bu. 
ee TO Si, 00 OO BRIGE oon oo oes aies beeen wees 20,000 
I ROR OO TR POCO ook 6 i sae aie cidseca wee 2,222 
Total Feeuirements—Gram Aon isc esis iis de vecdeercdons 22,222 
Grain B @ G0 The: te: Chie Busha) oc oc cscs cc cccccses. 8,750 
Tn RE NN RU II 5 6 55a kos ohne se Aine's slew se 970 
TOA) TORRITEMORIO—GrAlh BB 6.nn 5c ccd gccccdcceeesseseses 9,720 


Note: To “round out” material put inte production at substantially 
the above figures would be to show sound common sense. 
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RAW MATERIAL ACCOUNT 






































GRAIN A GRAIN B 
Bu. $ Bu. $ 
Inventory—lst Jan. ............ 10,000 12,000 3,000 3,000 
PUES: kskawadvanesadce ves 22,000 32,200 13,000 14,350 
BE, i She OCR a we ease wae 32,000 44,200 16,000 17,350 
Consumed Note (A) 
Inventory—Ist Jan. .......... 10,000 12,000 3,000 3,000 
Out of January purchases .... 5,000 6,500 2,000 2,400 
Out of February purchases ... 2,000 2,800 1,000 1,200 
Out of March purchases ...... — —_ 3,000 3,750 
Out of April purchases ...... 5,222 7,833 720 720 
Total put into production ...... 22,222 29,133 9,720 11,070 
Inventory—30th June .......... 9,778 15,067 6,280 6,280 
































NOTE (A)—On “First in—First out” basis 


PRO-FORMA OPERATING STATEMENT 


Sales—Products ........eceeeeees $ 525,000 
—EPORMCUD ccc riesiccccccce 3,000 
we $ 528,000 
Raw materials—Grain A .......... 29,133 
ORIN TS 6 ok.oocainee 11,070 
UN iG oe pe ains ook e's pcds's wine 85,000 
Direct labour—Processing 
Bie CRP AGn Guedes cusses 105,000 
—Packaging........ 60,000 
Manufacturing supplies ........... 6,000 
Overhead (except depreciation).... 58,500 
Depreciation — 
PEE: (Sekt Sock, udasnanewee 1,500 
Plant and equipment ............ 6,000 
a 7,500 
Selling expenses ..........cceeeeee 57,000 . 
Delivery expenses ...............- 24,000 
Administrative expenses .......... 24,000 
PREM | Dini eeu esawieecbaccwe 30,000 
a 497,203 
PEE. psbsbSoseeeRe Saba se sesieans $ 30,797 
PRO-FORMA BALANCE SHEET ; 
30th JUNE 
ee $ 17,700 | 
Accounts 


receivable . 131,250 
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Inventories ROGUE) ais oe aaae Sa Ree $ 200,000 
Raw 
materials ... 21,347 
In process.. 14,000 


Packages ... 16,700 NO oso. ca ah ease eeeee 168,497 
——_ $ 200,997 
TA be e555 5 55,000 
Buildings .... 75,000 


Less: Reserve... 26,500 48,500 


Plant and 
equipment . 120,000 
Less: Reserve. 56,000 


64,000 
$ 368,497 $ 368,497 
SURPLUS ACCOUNT 
PRIMNCO OL CFOGIE——18E JRNUATY occ cece ccccccccvcsseces $ 137,700 
Add: Net Profit per Pro-Forma operating statement ...... 30,797 
Estimated balance—30th June .......... cece cece ce ceees $ 168,497 


Note: Since the data in question do not cover materials in process 
at the beginning or end of the period it has been assumed in the 
above solution that materials in process were the same (in both 
quantity and value) at the beginning and the end of the period. 


(See also next page) 
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